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TO OUR SHAREHOLDERS, EMPLOYEES AND GUESTS:

In the face of these difficuities, we generated solid sales
and earnings growth, largely because our other brands
performed well while we continued to enhance the cost-
effectiveness of our support platform. As we ook to the
future, we are highly confident that — with a return to stronger
growth at Olive Garden, continued momentum across the
balance of our soon-to-be-expanded brand portfolio, our
increasingly efficient support platform, the considerable
collective expertise we possess as an organization and
our winning culture — Darden can generate compelling
shareholder value. Following a review of fiscal 2012, we
summarize what that compelling value should look like
over the next five years.

FISCAL 2012 FINANCIAL HIGHLIGHTS

Driven by higher same-restaurant sales growth than the
prior year and continued acceleration in new-restaurant
growth, we enjoyed strong sales growth in fiscal 2012.
However, because of Olive Garden’s lower-than-expected
sales growth and the abnormally elevated seafood cost
inflation we experienced, our growth in diluted net earnings
per share for the fiscal year was more modest.

» Total sales from continuing operations were $8.0 billion,
a 6.6 percent increase from the $7.5 billion generated in
fiscal year 2011. This compares to a 2.7 percent increase
in total sales growth for the year for the Knapp-Track™
restaurant benchmark.

-

Our total sales growth from continuing operations continued
to reflect a balance of new- and same-restaurant sales
growth. Combined U.S. same-restaurant sales increased
1.8 percent in fiscal 2012 for the Company’s large brands
(Olive Garden, Red Lobster and LongHorn Steakhouse),
which was higher than the 1.4 percent increase in fiscal
2011 and exceeded the 1.3 percent same-restaurant sales
increase in fiscal 2012 for the Knapp-Track™ restaurant
benchmark, excluding Darden. Combined U.S. same-
restaurant sales increased 4.6 percent in fiscal 2012 for
the Company’s Specialty Restaurant Group (The Capital
Grille, Bahama Breeze, Seasons 52 and Eddie V's). The
Company also had a 4.7 percent increase in sales in fiscal
year 2012 due to new restaurants, which included the
acquisition of 11 Eddie V's restaurants in fiscal 2012 and
the net addition of 89 net new restaurants during the year
at our other brands.
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» Net earnings from continuing operations were $476.5 million

s

B

infiscal 2012, a 0.5 percent decrease from net earnings
from continuing operations of $478.7 million in fiscal 2011,
Diluted net earnings per share from continuing operations
were $3.58 in fiscal 2012, a 5.0 percent increase from
diluted net earnings per share of $3.41 in fiscal 2011.

In fiscal 2012, on an after-tax basis, net losses from
discontinued operations were $1.0 million and diluted net
losses per share from discontinued operations were $0.01,
related primarily to the carrying costs and losses on the
remaining properties held for disposition associated with
Smokey Bones Barbeque & Grill and Bahama Breeze
closings from fiscal 2007 and fiscal 2008. Including losses
from discontinued operations, combined net earnings
were $475.5 million in fiscal 2012, 0.2 percent below the
combined net earnings of $476.3 million in fiscal 2011.
Including losses from discontinued operations, combined
diluted net earnings per share were $3.57 in fiscal 2012,
compared to $3.39 in fiscal 2011.

Olive Garden's total sales were $3.58 billion, up 2.5 percent
from fiscal 201 1. This reflected average annual sales per
restaurant of $4.7 million, the addition of 38 net new
restaurants and a U.S. same-restaurant sales decrease
of 1.2 percent.

¢ Red Lobster’s total sales were $2.67 billion, a 5.9 percent

increase from fiscal 2011. This reflected average annual
sales per restaurant of $3.8 million, the addition of six
net new restaurants and a U.S. same-restaurant sales
increase of 4.6 percent.

# LongHorn Steakhouse’s total sales were $1.12 billion,

up 13.5 percent from fiscal 2011, This reflected average
annual sales per restaurant of $3.0 million in fiscal 2012,
the addition of 32 net new restaurants and a U.S. same-
restaurant sales increase of 5.3 percent.

» The Specialty Restaurant Group’s total sales were
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$623 million, a 24.1 percent increase from fiscal 2011,
and reflected strong growth from its three legacy brands
as well as the addition of Eddie V’s. Total sales increased
10.3 percent at The Capital Grille to $305 million, based on
a same-restaurant sales increase of 5.3 percent and the
addition of two net new restaurants. Total sales increased
12.5 percent for Bahama Breeze to $154 million, based
on a same-restaurant sales increase of 3.4 percent and
the addition of four new restaurants. And total sales
increased 45.3 percent at Seasons 52 to $128 million,
based on a same-restaurant sales increase of 3.8 percent
and the addition of six new restaurants. Finally, the
acquisition and operation of the 11 Eddie V's restaurants
added $35 million of sales in fiscal 2012,

We continued the buyback of Darden common stock,
spending $375 million in fiscal 2012 to repurchase
8.2 million shares. Since our share repurchase program

began in 1995, we have repurchased over 170 million
shares of our common stock for $3.77 billion, which
amounts to approximately 55 percent of our market
capitalization as of the end of fiscal 2012.

CREATING COMPELLING VALUE

As we look forward, we believe that over the next five years
we have the opportunity to increase our annual revenues by
$3 billion to $4.5 billion and increase our annual diluted
net earnings per share from continuing operations by $2.15
to $3.65, while returning $2.9 billion to $3.6 billion to share-
holders through dividends and repurchase of our common
stock. And, we have this level of opportunity even before
including the effect of our pending acquisition of Yard House,
which is expected to close early in our fiscal second guarter.

One of the most exciting brands in the fuil-service restaurant
industry, Yard House currently operates 39 restaurants in
13 states, its average sales per restaurant are $8.4 million,
it achieved compound annual sales growth of 21 percent
from 2009 through 2011, and today it is on track to open at
least five new restaurants each year for the next several years.
Based on its success and expansion since the first restaurant
opened in 1996, we believe Yard House has the potential to
reach at least 150 to 200 restaurants nationally.

Given Darden’s current scale, scope and capital cost, we
think it is appropriate to define the level of sales, earnings
and cash flow growth we envision —~ which will be elevated by
the addition of Yard House - as compelling value creation.

We are confident we can achieve these growth goals for two
reasons. First, we have a track record of creating comparable
value. Since fiscal 2008, for example, our annual revenues
increased by $1.4 billion, our annual diluted net earnings
per share from continuing operations increased by $1.03
and our cumulative dividends and share repurchase totaled
$1.9 billion. Second, we believe our Company has what it
takes to deliver on the opportunity before us. Our brands
have strong individual and collective growth profiles. We
have a wealth of collective experience and expertise. Our
operating support platform is robust and ever more cost-
effective. In addition, we have a vibrant culture that is marked
by both an insatiable appetite to win in the marketplace
and a burning desire to make a positive difference in the
lives of our guests, employees, partners and neighbors.

STRONG BRANDS

We have a demonstrated ability to build compelling brands
and evolve them over time so that they remain highly relevant
to restaurant consumers. These capabilities show in the
competitively superior same-restaurant sales growth we
achieved in fiscal 2012 at Red Lobster and LongHorn
Steakhouse, which are in their fifth and fourth decades of
operation, respectively. Their performance reflects consid-
erable work over the past several years in refreshing critical
brand elements, including each brand’s promotional
approach, core menu, advertising, and restaurant design



and décor. They show as well in the fundamental strength

of Olive Garden, which — in its fourth decade of operation -
has average sales per restaurant that are among the highest
in the industry for nationally advertised casual dining chains.

Our brand management capabilities also show in our
comprehensive action plan to address Olive Garden’s recent
same-restaurant sales softness. We believe the loss of sales
momentum is the result of erosion over time in the value
leadership position Olive Garden has long enjoyed compared
to competitors. In response, we are taking a number of steps.
For one, we have been changing Olive Garden’s promotional
approach. In the second half of fiscal 2012, we accelerated
our movement away from promotions that feature one or two
new dishes, sormetimes at a price point — an approach that
worked well for over a decade but has grown increasingly less
effective over the past 18 months. Our new approach is
consistent with Red Lobster’'s and LongHorn Steakhouse’s
strategy for the past two years. We are featuring a wider
variety of dishes that are part of a broader value and/or
culinary theme, and when there is a price point, our adver-
tising is focusing more intensively on price and affordability.

In fiscal 2013, we will also introduce a new advertising
campaign at Olive Garden that communicates key brand
attributes, including value and affordability, in a fresher
way. In addition, we will make meaningful changes to the
core menu to increase the number of approachable price
points in each menu category and begin ramping up the
remodeling of our earliest 430 Olive Garden restaurants.

With these and other enhancements at Olive Garden and
continued momentum at Red Lobster, LongHorn Steakhouse
and our Specialty Restaurant Group brands, we continue to
target compound annual same-restaurant sales growth of
2 percent to 4 percent over the long-term. We expect, however,
that fiscal 2013 will be another year of below normalized
econornic growth. Therefore, we are planning same-restaurant
sales growth of 1 percent to 2 percent this year.

The performance of our new restaurants, which are generating
value-creating returns on an overall basis, is another indication
of the strength of our brands. In fiscal 2013, we will once
again accelerate new-restaurant expansion, opening a total
of 100 to 110 net new restaurants, excluding Yard House,
up from 89 in fiscal 2012. At LongHorn Steakhouse, which
remains on track to become a national brand, we plan to add
44 to 48 net new restaurants in fiscal 2013 and 200 to 220
new units over the next five years. At Olive Garden, which
continues to have an ultimate unit potential in North America
of 925 to 975 restaurants, our plan is to open 35 to 40 net
new restaurants in fiscal 2013 and 125 to 135 new restaurants
over the next five years. Excluding Yard House’s addition
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to the Group, we plan to add 14 to 16 net new restaurants
at our Specialty Restaurant Group in fiscal 2013 and 100
to 110 over the next five years.

In total, excluding Yard House, we expect overall new-restaurant
growth for the Company to be approximately 5 percent in
fiscal 2013, reaching what has been our long-range target
for some time now. And including or excluding Yard House,
we expect to meet or exceed that level of growth each of
the following four years.

AWEALTH OF COLLECTIVE EXPERIENCE

AND EXPERTISE

We believe the breadth and depth of our collective experience
and expertise — which the addition of the talented team at
Yard House will only increase - sets us apart in the full-service
restaurant industry. This coliective capability is the product
of investments over many years in areas that are critical

to success in our business, including brand-management
excellence, restaurant operations excellence, supply chain,
talent management and information technology, among
other things. To support future growth, we are changing in
two important ways. We are modifying our organizational
structure so we can better leverage our existing experience
and expertise. And we are adding new expertise in additional
areas that are critical to future success.

A significant structural change occurred in fiscal 2008, with
the acquisition of LongHorn Steakhouse and The Capital
Grille, when we created the Specialty Restaurant Group.
The Specialty Restaurant Group provides our smaller brands
with world-class leadership and with support that is tailored
to meet their needs, without burdening them with costs
that compromise their ability to create value.

Several more recent structural changes reflect the recognition
that, with the tremendous day-to-day retail intensity of our
business, we were not paying sufficient attention to major
sales-building opportunities that have longer lead times.
To take full advantage of these opportunities, in the past
two years we have created enterprise-level Marketing and
Restaurant Operations units and established forward-looking
strategy units in our Finance and Information Technology
functions. These teams have been resourced with talented
leaders who have long tenure with the Company and with
talented professionals new to the organization. Together, the
teams are developing a more robust longer-term growth
agenda to supplement the ongoing work of our brands. In
fiscal 2013, we will be in the marketplace with two of the
resulting initiatives — a greatly enhanced “To Go!” takeout
operation at Olive Garden to respond to guests’ increasing
need for convenience, and a national Spanish-language
advertising campaign for Red Lobster to increase awareness
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among, and visits from, Hispanic and Latino consumers.
We are excited about these efforts and about other aspects
of the longer-term growth agenda that are now under
development for deployment in fiscal 2014 and beyond.

INCREASINGLY COST-EFFECTIVE SUPPORT

The total sales growth we envision will increase the
cost-effectiveness of our support platform by leveraging
the meaningful fixed and semi-fixed costs in our business.
However, sales growth alone is not sufficient. We anticipate
persistent upward pressure on our food costs, for example,
driven by a sustained rise in global wealth, especially in
emerging nations with large populations. We also expect
persistent upward pressure on regulatory and compliance
costs as increasing global transparency translates into
rising expectations from the public and from non-public
policymakers regarding how we conduct our business.

As we noted in our letter to you last year, in response to these
and other dynamics we have been supplementing our
conventional incremental year-to-year cost-management
efforts with an ongoing focus on identifying and aggressively
pursuing transformational multi-year cost-reduction opportu-
nities that involve running and supporting the business in
fundamentally different and more cost-effective ways. In fiscal
2013, we will continue to implement the four transformational
initiatives that were our focus last year — further automating
our supply chain; significantly reducing the use of energy,
water and cleaning supplies in our restaurants; centralizing
management of our restaurant facilities; and optimizing
labor costs within our restaurants. In addition, this year we
intend to identify at least one additional transformational
opportunity that can drive further cost-effectiveness in
fiscal 2014 and beyond.

A WINNING CULTURE

Ours is a people business, and the success we envision going
forward — just like the success we have enjoyed to this point —
is possible only if we have a strong culture that a wide range
of people embrace and of which they want to be a part. We
have long had that kind of culture, and it is grounded in
three things. We have a shared purpose, which is to make
a positive difference in the lives of everyone with whom we
come into contact. We have a shared identity, which is to
be the best at what we do, and demonstrate that by winning
in the marketplace, while also being a place where people
can achieve their dreams. And we have a strong set of shared
values that speak to how we treat one another and how we
treat people outside our organization.

An important validation of the strength of our culture is the
recognition we earned from FORTUNE magazine in 2011 and
again in 2012 as one of the “100 Best Companies to Work
For.” We are particularly proud because selection relies on an
independently administered survey of employees — which,
in our case, are largely hourly restaurant employees ~
and Darden is the first restaurant company to receive
such recognition.

A key driver of the high level of engagement behind the
FORTUNE recognition is our diversity and inclusiveness, which
is best reflected in restaurant operations. it is our largest
function and perhaps the most important since our operators
most directly interact with our guests. Three of our four
most senior Operations leaders are people of color, as are
22 percent of our restaurant General Managers and Managing
Partners and 29 percent of our other restaurant Managers.

Looking forward, we believe the growth and expansion
we envision will help us maintain a winning culture. Over
90 percent of our restaurant General Managers and Managing
Partners are promoted from our restaurant Manager ranks.
With the new-restaurant growth we anticipate, this means
that over the next five years more than 1,300 people will be
promoted to the General Manager and Managing Partner
levels internally. Similarly, approximately half of our restau-
rant Managers are promoted from our hourly employee ranks,
which means that over the next five years approximately
4,000 hourly employees will earn such promotions. As so
many people continue to see Darden as a diverse and
inclusive engine of opportunity, we are confident we can
elicit from our workforce the kind of passionate commitment
and discretionary effort that, ultimately, makes our brands
and brand support platform as powerful as they are.

CONCLUSION

While we recognize and are responding with urgency to today’s
challenges, we are also excited about the future. That's
because, again, we are convinced we have what it takes to
create compelling value for you, our shareholders, and for
the people who work at your Company. We have strong
brands, considerable collective experience and expertise,
an increasingly cost-effective operating platform and a
winning culture. As a result, over the next five years we expect
to accelerate momentum toward our ultimate goal — which is
to build a great company, now and for generations to come.

Thank you for being a shareholder and placing your trust
in us.

(fown

Clarence Otis, Jr.
Chairman and Chief Executive Officer

DodsiH. Pl

Andrew Madsen
President and Chief Operating Officer
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RED LOBSTER

Red Lobster ended the fiscal year with
704 restaurants and has the ultimate
potential for 800 total locations. During
the next several years, the brand will
slow new-unit development to focus on
remodeling existing restaurants. With
its high return on sales and strong cash
flow, Red Lobster serves an important
role helping fund growth and our return
of capital to shareholders.
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OLIVE GARDEN

Olive Garden ended the fiscal year with
792 restaurants and has the ultimate
potential for 925 to 975 total locations.
We expect to open more than 125 new
restaurants by fiscal 2017, which will
generate annual sales of $700 million
and annual operating profit of $110 million.
With its combination of a high return on
sales, strong cash flows and meaningful
new-unit capacity, Olive Garden is both a
growth engine and growth funder within
our portfolio.



i
i
i

|
v
o

LONGHORN
STEAKHOUSE

LongHorn Steakhouse ended the fiscal
year with 386 restaurants and has the
ultimate potential for 600 to 800 total
locations. We expect to open more than
200 new restaurants by fiscal 2017, which
will generate annual sales of $650 million
and annual operating profit of $90 million.
With its current locations concentrated in
the eastern third of the country, LongHorn
Steakhouse’s opportunity to expand
nationwide makes it a valuable growth
engine in our portfolio.

THE SPECIALTY
RESTAURANT GROUP

The Specialty Restaurant Group ended
the fiscal year with 110 restaurants and
has the ultimate potential for over 350
total locations. We expect to open more
than 100 new-restaurant units by fiscal
2017, which will generate annual sales
of $650 million and annual operating
profit of $80 million. With its strong
cash flows, the Specialty Restaurant
Group is a growth engine that is able
to fund its own growth.
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SAME-RESTAURANT SALES GROWTH

Marketing Initiatives

Our marketing teams are focused on developing
initiatives to help drive same-restaurant sales
growth while building brand equity and ensuring
differentiated guest experiences. Among other
things, in fiscal 201 3: Olive Garden will introduce
a new advertising campaign that puts a fresh face
on the brand while also launching a new core menu
that focuses on increasing everyday affordability
and strengthening its value leadership position.
Building on the success of its remodel initiative and
“Real People” advertising campaign, Red Lobster
plans to introduce a new core menu that addresses
affordability and broadens the selection of non-
seafood items. And LongHorn Steakhouse will
launch a new advertising campaign that even more

effectively communicates its unique brand promise.

To further strengthen our marketing capabilities,
we're also embarking on a multi-year, enterprise-
wide effort to build a robust digital technology
platform and richer guest database. To maintain
strong brand relevance, we recognize the need for
a digital technology platform that supports the
guest-facing applications that are becoming more
and more expected as guests adopt more and more
digitally enabled lifestyles. The platform will also
enable us to capture the guest-specific information
required to complement our broad-based advertis-
ing and promotion efforts with much more targeted
direct marketing and relationship-building programs.

Restaurant Operations

Our restaurant operations teams are focused on
delivering exceptional experiences for millions of
guests every week across seven different brands in
nearly 2,000 restaurant locations. Successfully
delivering each brand’s unique guest experience not
only requires the commitment and dedication of our
restaurant teams, but also a network of systems
and support that gives our people time to make
the human touch an even larger part of dining
with us. Tools such as our proven and increasingly
effective guest forecasting systems help ensure
we're prepared with the right amount of food and
the right amount of labor to serve our guests.

We're also working to better enable operations-driven
sales growth and further strengthen operations talent
development by implementing a new operations
leadership structure at Red Lobster, Olive Garden and
LongHorn Steakhouse. We're adding a new leadership
role between our Senior Vice Presidents of Operations
and our Directors of Operations. This new role -
Regional Vice President or Managing Director —
reports to a Senior Vice President of Operations
and manages Directors of Operations. The change
reduces the span of control of Senior Vice Presidents
of Operations, allowing them to focus on identifying
new tools and support and operations strategies to
sustainably grow guest counts and sales in their
divisions, while increasing the leadership attention
dedicated to day-to-day, in-restaurant execution.

13
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SUPPLY CHAIN
AUTOMATION

We are working to more fully autormate our
supply chain, from product pricing and
demand forecasting through replenishment
ordering and shipment to our restaurants.
In addition, optimizing the interface with
our manufacturing and distribution process,
including storage, freight and receiving,
is also foundational to this initiative. We
believe this program can reduce costs
$60 million to $65 million annually, and
we are over halfway there.

FACILITIES
MAINTENANCE
CENTRALIZATION

Centralizing our facilities maintenance,
when fully implemented, will allow
restaurant Managers anywhere in the
country to call a single 800 number to
get help with their common restaurant
maintenance needs. At that point, our
national service center will take over,
leveraging national pricing and a pre-
approved set of vendors. This program
should generate annual savings of
$15 million to $20 million and, more
importantly, aliow our managers to spend
more time with employees and guests.

SUSTAINABLE
PRACTICES

Sustainable restaurant operating practices
are about changing practices to reduce the
amount of water, energy and cleaning
supplies used in our restaurants. Actions
include installing low-flow water nozzles in
our kitchens and restrooms, implementing
power-up and power-down schedules for
equipment, installing more energy-efficient
lighting in our kitchens, parking lots and
dining rooms, and adhering more closely to
dining room temperature standards. This
program can ultimately save $25 million
to $30 million on an annual basis.

LABOR
OPTIMIZATION

Labor optimization focuses on key areas
such as improving guest count and labor
scheduling, refining key restaurant team
pay practices across Red Lobster, Olive
Garden and LongHorn Steakhouse and
identifying the optimal balance between
full-time and part-time hourly employees
at each brand. All this work was guided
by our commitment to improve both the
guest and employee experiences. These
changes will allow us to save $40 million
to $45 million on an annual basis.
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Management s Dlscussmn and Analy5|s

of F mancral Cond;tmn and Results of Operations

In June 2012 we announced a quatterly {

declaration, our expected annual dividend is $2.00 persha ,
 increase. Dividends are subject to the appruval of the Gumpany s Buard m‘
Directors and, accordingly, the timing and amuunt uf our drvrdends are subject ,
 tochange. :

weare madifying our urgamzatmnal structure o we can better Ieverage our existing

experience and experﬁ’se, and we are adding new expemse in addrtruna! areasthat

- arecritical to future suceess. In the past two years we have created enterpnse-

level marketmg and restaurant operations units and established forward- qukmg :

strategy units in our ﬁnauue and information technology functions. We have
initiatives fucusmg on our Specialty Restaurant Group, enterprise-level sales
building, digital guest and employee engagement, health and weliness, and
centers of exr:eHerme. We -plan to grow by leveraging our expemse and new

capahrlmes to increase same-restaurant sales, increase the number of restaurants -

in-each of our existing brands, and develop or acquire additional brands that can

he expanded profitably. We also continue to pursue other avenues of new husiness
development, meludmg franchising our restaurants outside of the U. S, and Canada, ,
testing “synergy restaurants” and other farmats fo expand our brands, and selling

consumer packaged goods such as Olive Garden salad dressing.

The total sales growth we envision should increase the cost-effectiveness o

of our support platform. However, we also plan ! to suepIement our
incremental year-to-year cost management efforts wrth an ungomg fucus on
 identifying and pursuing transformational multi-year i
In fiscal 2013, we plan to continue to rmplement the four transforma
initiatives that were our focus last year - further automating our Supply chain,
significantly reducing the use of energy, water and cleaning supplies.in our

restaurants, centralizing management of our restaurant facilities and upumrzmg’ o

labor costs within our restaurants.

There are srgmtreant risks and challenges that could rmpact our uperatruns
and ability to increase sales and earnings. The full-service restaurant industry
is intensely competitive and sensitive to economic cycles and other business
factors, including changes in consumer tastes and dietary habits. Other risks
and uncertainties are discussed and referenced in the subsection below entitled
“Forward-Looking Statements.” ‘

To support futuregrumh we are strrvmg o change in twu 1mpurtant ways -

Darden

RESULTS OF OPERATIONS Foa«rrscm. 2012 2011

2010
lowing table sets forth selected operatr 1g data as a percent of ,sa!es frum ;

continuing operations for the fiscal years ended May 27, 2&12 May 28,2011 and

b May 30, 2010. This information is derived from the consolidated statements of
~ eamnings found ¢ sewhere inthisreport.

Fiscal Years

2012 21 2010
100.0% 100.0%

- 100.0%

08 290 8.8

Restauraetlahur 313 320 331

 Restaurantegenses 150 )
Tuta! cost ui S lee,ext:luﬂmg restaurant
deprema’uu and amortization of
4.1%, 3.9% and 4.0%, respectively ~ 77.1% 76.1% 111Y%
Selling, genera&aru;!adrmmstratrve 9.2 99 97
Depreciation and amurtizatmn ' 44 42 43
Interestnet 13 1.2 13
Total costs and expenses 92.0% 91.4% 924%
Earnings before i income taxes 80 . BB 18
vvlncume taxes . - (20) 22 (1.9
Earings from continuing operations 60 64 5T
> I.osses from discontinued operatrons ’ ey
net of taxes -y =
Net eammgs ~ 59%  B64% 5%

: SALES : ;
Sales from conimumguperatmns were $8 00 brllrun ifi fiscal- 2012, $7.50 billion
infiscal 2011 and $Z 1T billion in fiscal 2010. The 6.6 percent increase in sales

from continuing upefaimns for fiscal 2012 was driven by the addition of 89 net
new cumpany—ewned restaurants plus the addition of 11 Eddie V's purchased
restaurants and iheLB peruent blended same-restaurant sales increase for

 Olive Garden, Red Lebster -and LongHorn Steakhouse.

(Olive Gardenssaies ef $3.58 billion in fiscal 2012 were 2.5 percent above

st fiscal year, dr:ulen prunarﬂy hy revenue from 38 et new restaurants partially

offsetby a us. sme—restaurant sales decrease of 1. 2 percent. The decrease

 inUS. same restaurautsa}es resulted from a 1.3 percent decrease in same-

restaurant guest counts paﬁrally offsethya 0.1 percent increase in average
check. Average armuai sales per restaurant for Olive Garden were $4.1 mrmun

i frscal 2012 compared to $4.8 million in fiscal 2011.

- Red Lobster’s sales of $2.67 billion in fiscal 2012 were 5.9 percent abuve
last fiscal year, driven primarily by a U.S. same—restaurant salesincrease of -
4.6 percent combined with revenue from six net new restaurants, The increase
in U.S. same-restaurant sales resulted from a 2.2 percent increase in same-
restaurant guest counts combined with a 2. 4percent increas \1average guest.
Average annual sales per restaurant for Red Lo s er We e 38 rrrrlllun ;
 fisg al 2012 compared to $3 6 mlllmn;m _eal 2011, \
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LongHorn Steakhouse's sales of $1.12 billion in fiscal 2012 were 13.5 percent
above last fiscal year, driven primarily by revenue frum'ﬂ32’net new restaurants
combined with a same-restaurant sales increase of 5.3 percent. The increase in
same-restaurant sales resulted from a 4.8 percent increase in same-restaurant

. guest counts cernbmed witha 0. 5 percent increase in average guest cheek
Average annual sales per restaurant for LongHorn Steakhouse were $3 g mrllmn -
infiscal 2012 compared to $2 9 million in fiscal 2011 ' ;

In total, The Capital Gnlle, Bahama Breeze, Seasnns 52 and Eddie V's -
generated sales of $523 0 millienin flscal 2012, which were 24.1 percent almve

4 new restaurants at Bahama Breeze, B new restaurants at Seasons 52 and the
: addition of 11 Eddie V s purchased restaurants, Addltmnally, sales growth
reflected same-restaurant sales mcreases of 5 3 pereent at The Bapltal Gnlle i

, COSTS AND EXPENS : o
~ Total costs and expenses frem continy eperatiens were $736 h‘ﬂmn in frscal o
2012, $6.85 billion in fiscal 2011 7 bi
~ sales, total costs and expe
last fiscal year, primarily driven by2 net new restaurants at The Capital Grille, ~ infi

cpinpared t0 $6.2 pullluni in fiscal 2010. Average annual sales per restaurant for

~ Bahama Breeze were $5.5 million in fiscal 2011 compared fo $5.4 million in fiscal

2010. Average annual sales per restaurant ferSeasens 52 were $ﬁ 3 million in
lrseal ZBll compared to $5. 9 md ionin frseal 201@ o =

i sealzmil As a percent of
yperations were! %Upereent

2.4 percent in fiscal 2010,

n, or 13.2 percent, from

k $2. ll’ l}rlllen in fiscal 2011 to $2.46 billion in f fiscal '2012 Food and beverage
costs. ingreased $122.4 million, or 6.0 percent, from $2.05 billion in fiscal 2010

o $2. l? brllmn in fiscal 2011. As a percent of sales, food and beverage costs

~ increased from fiscal 2011 to fiscal 2012 primarily as a result of higher seafood

. fiscal 2011, Average annual sales per restaurant for Seasnns 52 were $5 4 mrllmn
m fiscal 2012 enmpared 1o $6 3 million in fiscal 2011,
The 5.4 percent increase in sales frnm continuing nﬂperatrans for frseal 2011

. Was dnven by the addmon pf 10 net new company- owned restaurantsand the
14 pereent blended same—restaurant sales mcrease for ﬂltve Garden Red l.pbster -

and Lengllurn Steakhouse.
Dlive Garden’s sales of $3 48 billion in lrseal 2011 were 5 2 per cent abuve

fiscal 2010, dnven primarily by revenue from 31 net new restaurants cembmed '
with a U.S. same-restaurant sales increase of 1.2 percent Thei mcrease ind. S
, same-restaurant sales resulted lrpm a 1 5 pereent merease in average guest

o same-restaurant sales resulted lrom az Zpercent rncrease in average guest ’
- check partially offset by a 1.9 percent decrease in same-restaurant guest enunts .
Average annual sales per restaurant for Red Lehster were $3 ﬁ mrlhee in frscal

2011 and fiscal 2010, =
LpngHern Steakhnuse s sales of $983 1 mrllmn sn flseal Zﬁll were e

- 11.6 percent ahove fiscal 2010, driven prrmanly by revenue from 23 netnew
restaurants eembmed with 2 same-restaurant sales increase of 5.4 pereent
The increase in same~restauranl sales resulted from 2 3.4 pereent mcrease in
same-restaurant quest counts eumbmed witha 2.0 percent increase in average
quest check. Average annual sales per restaurant for LongHarn Steakhouse were' ',

$2.9 million in fiscal 2011 compared to $2.7 million in fiscal 2010. e

In total, The Capital Grille, Bahama Breeze and Seasons 52 generated sales { -

; of $502.2 million mvfrseal 2011 whrch were 19 0 percent abuve frscal 2010,

“Gnlle 2 percent at Bahama Breeze and 44 percent at Seasuns 52, Average
L annual sales per restaurant for The Caprtal Brille were $ﬁ 5 mlllmn m fiscal ZUll

- $2.40 billion in fiscal 2011 to $250

increased $46.3 million, or 2.0
~ $2.40 billion in fiscal 20
- ln‘flscal 2032;primarily'

_ or6.3 percent, from $1.13 billion in fiscal
- ",Restaurant 8xpenses increased $4Eﬂmﬂlmn o 3peraent, from $1 08 billion
 infiscal 201010 $1.13 bilion n fiscal 2011. As a percent of sales, restaurant
expenses decreased in fiscal 2012 as com
 sales leveragmg and lower credit card fees partially effsef hy lngher workers' -
~ compensation costs. As a per
 fiscal 2011 as compared to fiscal
: lrabrlrty expenses partially offset by Erg‘heremétteard fees.

= ,a'n'd,: other food commodity costs and unfavarable menu-mix, partially offset by
~ pricing. Asa 'percent’ of sales, food and beverage costs increased from fiscal
2010 1o fiscal 2011 primarily as a result of hrgher seafnnd and other commadity

costs, partially affset by pricing. s
Restaurant labor costs increased $105,

:: expense As a percent of saies, restaurant labpr ensts decreased in flscal 2011

imarily as a result of pricing, increased employee productivity, lower manager
incentive compensation, decreased employee insurance claims costs and
mproved wage-rate management, partially offset by higher unemployment taxes.
. Restaurant expenses (which include utilities, repairs and maintenance,

: credit card, lease, property tax, workers’ compensation, new restaurant pre-
. fupenmg and ather restaurant- level operating expenses) increased $71.6 million,

110 $1.20 bilion n fiscal 2012.

cal 2011 pnmarily due to

, restaurant expenses decreased in
ll}amaardy daete  pricing and fewer general

Sellmg, general and administrative ¢ expe ses increased $4.1 uarllmn or
0.6 percent, from $742.7 million in fiscal 2011 to $746.8 million in fiscal 2012,

g : Selling, general and administrative expenses increased $52.0 million, or
1B percenl from $690.7 million in fiscal 2010 to $742.7 million in fiscal 2011,

As a percent of sales, selling, general and administrative expenses decreased from
al 2011 to fiscal 2012 primarily due to sales leveraging, lower performance

' mcentlve compensation and favorable market-driven changes in fair value
related tu our nun—quallfred deferred cnmpensatmn plans pamally effset by




” of‘ Fmancral Condmon an | {,esrt ;_s"of Operatlons

: Darden

i j',as a percent of sales, and a lower effective income tax rate. While net eammgs

hrgher media costs. As @ percent of sales, seltmg,generat and administrative -
expenses rncreased from fiscal 2010 to fiscal 2011 prlmanly due 0 higher medta ,', - from cnntmumg nperat;ons decreased diluted net garnings per share fram
o i eduetmn in the average

expenses and cnmpensatmn expenses pamatly offset by sales teveragrng

Depreclatmn and amortizatior: expense mcreased $32 3million,or
 10.2 percent, from $316.8 million in fiscal 2011 t0 $349.1 mill ninfi seai 2012
Depreciation and amortization expense rncreased $159 million, or 53 percent,
. fom $3009 mtltmn in fiscal 2010 to $316 8 million i in fsscat 2011 Asa pereent of
- sales, depreeratmn and amortization expense mcreased in frseal 2012 prrmardy
dug to an increase in depreerahte assets related to new restaurants and remodel
activities, parttal!y offset by sales teveragrng Asa percent of sales, deprecratmn '
and amortization expense decreased i in flseat 2011 prrmanly due to sales

- leveraging, nartratly offset by the mcrease rn depreetahle assets related to new
i restaurants and remudet actrvrtres . o L

beverage {:ests and seitmg, general a
of sales. Drluted net earnings per share gmwth fur frsea Zﬂﬂ was impacted by
the reduction of diluted net earnings per share in fiscal 2010 of approximately

, .,$0 03asa resu!t of adjustments to our gift card redemptron rate assumpttons :

in frscat 2012 eempared to frsca! 2011 due to hrgher average debt ba!anrzes in
fiscal 2012, partially offset by sales leveraging. As a percent of sates, net rntere -
expense decreased in fiscal 2011 compared to fiscal 2010 pnmanly asaresultof -
lower average debt balances associated with the repayment of a portion ofour '
long-term debt and sales leveraging, partially offset by the flscal 2010 release nf -
interest reserves assacrated with the favnrabte resotutmn of tax matters in f - 3§
t"scat201[l - , . .

INCOME TAXES -

~ The effective income tax rates for fiscal 2012 2011 and 2010 enntrnurng

. Operations were 25.3 percent, 26.1 percent and 25.1 percent, respectively.
The decrease in our effective rate for fiscal 2012is nrtmanty attrrbutahle tn ;
i '\an merease m tederal mr;ume tax credits retated to the HIRE Act an rncrease m f -

v ‘hy the summer and ewest in the fatl thdays changes in the economy, severe
| ‘weather and slmdar cend:trnns may rmpact sales volumes seasonally i in some.

\ , quarter are not neeessan!y mdrcatrve of the results that may be achreved for

. 2[]11 is pnmanly attrrbutable 1 the rmpaet in fiscal 2010 af the favnrabte . e fall fsscet year ' ;
resolution of prior-year tax matters expensed in prior years and due tothe = :

_ increase in earnings hefore income taxes in fiscal 2011, partially ¢ offsethythe IMPACT OF lNFLATlO
impact of market- driven ehanges in the value nf our trust- nwned Erfe msuranee .

that are excluded for tax purposes.

NET EARNINGS AND NET EARNINGS PER SHARE
FROM CONTINUING OPERATIONS
Net earnings from continuing operations for fiscal 2012 Were $4755 mdhan th

 ($3.58 per diluted share) compared with net earnings from continuing aperatmns; . ouran
 forfiscal 2011 of $478.7 million ($3.41 per diluted share) and net eanings from
continuing operations for fiscal 2010 of $407 0 millien ($2 86 per drluted share) - '
Net earnings from continuing operations for fiscal 9012 decreased L We prepare our eensottdated financial statements in cenfermrty with U S
0.5 percent and diluted net earnmgs per share from centmumg aperatruns L generally aecepted accounting principles. The preparation of these financial
l statements requires us to make estimates and assumptions that affect the
ﬁreperted amounts of assets and liabilities and disclosure of contingent assets
. depreciation and amortization expense, and liahilities at the date of the financial statements and the reported amounts
 sales, which were partrailv oﬁset by mcreased sales and tnwer restaurant !abor . -~ ofsa es,and expenses dtifmg the repnrtm eriod Actual results could differ
expenses, restaurant expenses and sethng, genera! and admrnrstratrve expenses ,' - ftrum thnse estrmates ' e
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Our mgmﬁcant aecounting pelicies are more ful!y described in Note 1tothe
consolidated financial statements, However, certain of our accnuntmg policies
that are considered critical are those we believe are hoth most important to the
portrayal of our financial condition and operating results and require olir most
difficult, subjective or complex judgments, often as a result of the nead to make
estimates about the effect of matters that are inherently uncertain. Judgments
and uncertainties affecting the application of those policies may result in
matenially different amounts heing reported under different conditions or using
different assumptions. We consider the following policies to be most critical in
understanding the judgments that are mvolved in preparmg our consnhdated
financial statements. f

Land, Buildings and Equlpment

Land, buildings and equipment are recorded at cost less accumulated

depreciation. Building components are depreciated over estimated useful Iwes

ranging from 7 to 40 years using the straight-line method. Leasehold i improve-

ments, which are reflected on our cunsnhdated halance sheets as a companent

-of buildings in land, buﬂdfngs and equipment, net, are amurtlzed over the lesser

of the expected lease term, including cancelable option permds, or the estimated
useful lives of the related assets using the straight-line method Equipmentis
depreciated over estlmated useful !lves ranging from 2 1010 years aisu using the
straight-fine method, ;

Qur accounting poiacnes regardmg fand, huufdmgs and equnpment mcludmg .

leasehold improvements, include our judgments regarding the estimated useful

_ lives of these assets, the residual values to which the assets are depreciatedor
amortized, the determmatmn of what constitutes expected lease term and the
determination as to what constitutes enhancing the value of or mcreasmg the

life of existing assets. These judgments and estimates may pmduce materally
different amounts of repnrted depreciation and amortization expense if different
assumptions were used. As discussed further below, these Judgments mayalse
impact our need to recognize an tmpaxrment charge on the carying amount of
these assets as the cash flows associated with the assets are reahzed oras our
expectatmns of estlmated future cash flows change -

Leases : ' .
We are obligated under various lease agreements for certam restaurants
For operating leases, we recognize rent expense on a straight-line basis over the
expected lease term, mcludmg optmn periods as described below. Capsta! leases
 arerecorded as an asset and an uhhgatwn atan amount equal to the present
value of the minimum lease payments during the lease term.

Within the provzsmns of certain of our leases, there are rent hshdays and
escalations in payments over the base lease term, as well as renewal periods.
The effects of the holidays and escalations have been reflected in rent expense:
on a straight-line basis over the expected lease term, which includes cancelable

aption periods we are reasonably assured to exercise because failure to exercise

such aptions would result in an economic penalty to the Company. The lease
term commences on the date when we have the right to control the use of the
leased property, which is typically before rent payments are due under the terms-
of the lease. The leasehold improvements and property held under capital leases
- for each restaurant facility are amortized on the straight-line method overthe
shorter of the esttmated life of the asset or the same expected lease term used

 forlease accounting purposes. Many of our leases have renewal periods totaling
51020 years, exercnsabie at our option, and require payment of property

taxes, insurance and maintenance costs in addition to the rent payments; The

o cunsoildated financial statements reflect the same lease teri for amortizing
leasehold improvements as we use to determine capital versus operating lease
 classifications and in calculating straight-line rent expense for each restaurant,

Percentage rent expense is generally based upan sales levels and is acerued

when we determine that it is probable that such sales levels will be achieved:
Qur judgments related to the probable term for each restaurant affect

the elass&ﬁcatmn and accounting for leases as capital versus operating; the rent

. hoEldays and escaiatmn in payments that are included in the calculation of

straight-line rent and the term over which leasehold improvements for each

restaurant famhty are amortized. These judgments may produce materially
different amounts of depreciation, amartization and rent expense than would
 be reported if different assumed lease terms were used.

Impairment of Long-Lived Assets

Land, buildings and equipment and certain other assets, including definite-lived
intangible assets, are reviewed for impairment whenever events or changes in
cireumstances indicate that the carrying amount of an asset may riot be recover-
able. Recoverability of assets to be held and used is measured by & comparison

of the carrying amount of the assets fa the future undiscounted net cash flows
_ expected to be generated by the assets. Identifiable cash flows are measured at

the lowest level for which they are largely independent of the cash flows of other

 groups of assets and liahilities, generally at the restaurant level, If these assets

are determined to be impaired, the amount of impairment recognizedis measured
by the amount by which the carrying amount of the assets exceeds their fair
value. Fair value is generally determined by dppralsals or sales prices of com-

parable assets. Restaurant sites and certain other assets to he disposed-of are
reported at the lower of their carrying amount or fair value, less estimated costs
to sell. Restaurant sites and certain other assats to be dispased of-are included

in assets held for sale within prepaid expenses and other current assets in.our
consolidated balance sheets when certain criteria are met. These criteria include
the requirement that the likelihood of disposing of these assets within one year

is pmbahle For assets that meet the held-for-sale criteria, we separately evaluate
whether those assets also meet the requirements to be reported as discontinued

operations, Principally, if we discontinue cash flows and no longer have any sig-
. nificant continuing involvement with respect to the operations of the assets, we
 classify the assets and related results of operations as discontinued. We.consider
qguest transfer (an increase in quests at anather location as a result of the closure
 of alocation) as continuing cash flows and evaluate the significance of expected

guest transfer when evaluating a restaurant for discontinued operations reporting.

:  To the extent we dispose of enatigh assets where clasmflcatmn hetween continu-
ing operatmns and dlscnntmued operations would be material to our consolidated
tinancial statements, we utilize the reporting provisions for discontinued operations,

Assets whose disposal is not probable within one year remain in land, buildings

= and equipment until their disposal within one year is probable.

We account for exit or dispasal activities, mcludmg restaurant closures,
in accordance with Financial Accounting Standards Board (FASB) Accounting

' Standards Godlflcatmn (ASC} Topic 420 Exit or Disposal Gost Obligations.




 general and administrative expense

significant adverse changes in these factors could cause us o realize a materie
~ impairment loss. During fiscal 2012, we recognized asset impairment losses of

- write-dowr L St
. evaluation of expected cash flows. A

losed restaurants. These costs are

ve record a lablty forthe net present v
, net of estimated sublease income. Any subsequent

adjustments to that liability as a restit of lease termination ar changes in estimates
of sublease income are recorded in the period incurred. Upon disposal of the
assets, primarily land, assoclated with a closed restaurant, any gainorlossis
 recorded in the same caption within ouir consolidated statements ufeamings L )

- changsiion

as the originatimpairment. - . :
The judgments we make related to the expected useful lives of long-lived

assets and our ability to realize undiscounted cash flows in exCess ofthecanying  ex
amounts of these assets are affected by factors such as the ongoing maintenance
and improvements of the assets, changes in economic conditions, changes in -
 usage or operating performance, desirahifity of the restaurant sites and other -

factors, such as our ability to sell cur assets held for sale. As we assess the
ongoing expected cash flows and carrying amounts of out long-lived aS;ets,

$0.5 million ($0.3 million after tax), primarily related to the permanent closure
of one Red Lobster, and the write-down of assets held for disposition based on
updated valuations. During fiscal 2011, we recognized assetimpairment,lu‘sses

of $4.7 mitlion ($2.9 million after tax), primarily related to the permanent closure

of two Red Lobsters and the write-down of another Red Lobster basedonan
evaluation of expected cash flows, and the wite-down of assets held for disposi-

tion based on updated valuations. During fiscal 2010, we recognized asset

impairment losses of $6.2 million ($3.8 million after tax), primarily relatedtothe
- write-down of assets held for disposition based on ‘up‘dated valuations, the ‘permg-‘

~ nentclosure of three Red Lobsters and three LongHorn Steakhousesand the

1 of two LongHorn Steakhouses and one Olive Garden based onan
t impai sses are included in selling,
s on our consolidated statements of earnings.

,Vamatibn and Rebdverahility yof»Gbg&wm ’ :

and Trademarks & . .
We review our goodwil and trademarks for impairment annually, as of the first
day of our fiscal fourth quarter, or more frequently if indicators of impairment
exist. Goodwill and trademarks are not subject to amortization and have been
assigned to reporting units for purposes of impairment testing. The reporting
nits are our restaurant brands. At May 27, 2012 and May 29, 2011, we had
goodwil of $538.6 million and $517.1 million, respectively. At May 27,2012 and
May 28, 2011, we had trademarks of $464.9 million and $454.0 million, respectivel
A significant amount of judgment is involved in determining if an indicator
of impairment has occurred. Such indicators may include, among others:a
significant decline in our expected futare cash flows; a sustained, significant
decline in our stock price and market capitalization; a signiﬁbant adverse change

in legal factors or in the business climate; unanticipated cn{npeﬁﬁﬁn; the testing
- for recoverability of a significant asset group within a reporting unit; and slower
growth rates. Any adverse change in these factors could have a significant
 impact on the recoverabilly of these assets and could have a material impact on

~ our consolidated financial Gees ‘

‘of'v: 'Fi‘l’zivaaﬂﬁ

ng of the assets as well as other ‘

tthe date we cease using a property.
g netpresentvalue of any

Bl
_wer il
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e goodwill impairment test involves a two-step process. The first step is

a comparison of each reporting unit's fair valug to its carrying value. We estimate
fair value using the best information available, including market information and
discounted cash flow projections (also referred to s the income approach).

. The income approach uses a reporting unit's projection of estimated operating . -

results and cash flows that is discounted using a weighted-average cast of capital

 that reflects current market conditions. The projection uses management’s best
estimates of economic and market canditions over the projected period including
 growth rates in sales, costs and number of units, estimates of future expected

tm;ﬁii}argms‘and cash expenditures. Other significant estimates.
include terminal value growth rates, future estimates of capital
ges i future working capital requirements. We validate
eﬁihe income approach by comparing the yalues 10
market approach. A market approach estimates fair
les multiples to the reporting unit's aperating
rived from comparable publicly traded compa-
operal investment characteristics of the reporting units.
If the fair value of the reporting unit is higher than its carmying value,
| ed not ta be impaired, and no further testing s required. If the
the reporting unit i higher than its fair valug, there is an
that impairment may exist and the second step must be performed to
airment lass. The amount of impairment is determined
fair value of reporting unit goodwill to the carrying
dwill in the same manner as if the reporting unit was heing
husiness combination. Specifically, we would allocate the fair value

acquire

 toallof 1héa§§ets and liahilities of the reporting unit, including any unrecognized

intangible assets, in a hypothetical analysis that would calculate the implied fair

 value of goodwill i the implied fair value of goodwill is less than the recorded
goodwill, we would record an impairment loss for the difference.

Consistent with our accounting policy for go'udwilly'an’d t’,ra,demams,\'We 5
performed our annual impairment test of our goodwill and trademarks as of the
first day of our fiscal fourth quarter. As of the beginning of our fiscal fourth '

quarter, we had seven reporting units: Red Lobster, Olive Garden, LangHom
~ Steakhouse, The Capital Grille, Bahama Breeze, Seasons 52 and Eddie \'s. Two

of these reporting units, LongHorn Steakhouse and The Capital Grille, have a
significant amount of goodwill. As we finalized the purchase price allocation for
die V's during our fourth fiscal quarter of 2012 and no indicators of impairment
re identif cluded the goodwill allocated to Eddie V's from our annual
impairment test. As part of our process for performing the step one impairment
est yill, we estimated the fair value of our reporting units utiizing the
market approaches described above to derive an enterprise value of
pany. We reconciled the enterprise value to our overall estimated market
cap n. The estimated market capitalization considers recent trends in our
market capitalization ar dan expected control premium, based on comparable

1d historical transactions. Based on the results of the step one impairment
st no impairment of goodwill was indicated.
 Given the significance of gooduil related ta LongHorn Steakhouse
(8495 million) and The Gapital Girifle (8401.8 million), we also performed sensi-
tivity analyses on our estimated fair value of these reporting units using the
ach. A key assumption in our fair value estimate is the weighted-
f capital utilized for discounting our cash flow estimatesinour
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average cost of capital nf appmxxmatelyr 680 basis enmts and apprmnmately ‘ finite or mdefmde-hved Reaching a detennmaeen on: useful hfe requires
220 basis points would result in an impairment of a portion of the gcedwdl of mgmfmant 3udgments and assumptmns regarding the future sffects of
LongHorn Steakhouse and The Camtai Grdle respeetwely The es’nmated falr . ebsolescence demand, competition, other sconomic factors (such as the
D) ‘ ;' stablh’ty of the mdustry, 1eg|s£atwe actmn that resu!ts in an unceﬁam or

1m pereeni The estimated fair vaiue of The Caprtal Gnl!e ex
value by pmxlmately 3 percent ,

- 'ylnsurance Accrua
~ Through the use of i insur
tetaina sngndieant portio

prngram dedurnh!es and seff-insurance, we
. expected lusses under our workers’ compensatmn, /
. emplayee medical and ge bility programs. Hewever, WE Carry insurance
. forindividual werkers compensation and general liability claims that exceed
305 million. Accrued liabilities have heen recorded based on our estimates of the
- antlemated ultlmate costs to settle all elaims, beth reported and not yet reported.
~ Duraccounting pelleues regarding these instirance programs include our
' judgments and mdenendent actuarial assum tion: abuutheennomle conditions,
pment patterns and claim
ed changes in these
oduce mateeally dn‘ferent ameunts: ef repertedexpense under
these programs ‘ ,

carrymg value of $3fl7 B mdlmn hy anproxumately 87 pereent The estumated
~ fair value ef The Capital Grille’s trademark exceeded lts earrymg value ef

Unearned Revenues‘ - ,
~ Unearned revenues represent our hahshty fnr aift cerds that have been sold but
/el _ notyetredeemed. We recognize sales from aur gift cards when the gift card is
entas redeemed by the eustom ,eugh there are no expiration dates or durmancy
atorsof . ;;,fees for our gift cards, ba our historical gift card redemption pattens,
rthat  weean reasenab!y esti mount of gift cards for whichredemptionis
urmarket remnte, which is referred. i‘l:ireekagne’ . We recognize breakage within sales

eitali'z,atien;f[ o fnr unused gift card am propnrtmn to actual gift card redemptions, which 5
e’,staur'aets,ff ~ isalsoreferred to as the mption reengnmnn” methed The estimated va!ee =

ely 310 basas points would result in lmpanrme
' the trademarks of Lenanrn Steakhouse and The Bapltal Gril

g estaurant': ot gitt cards expected o g meesed is recognized over the expected period of =~
= . _ redemption as the remaining gift card values are redeemed Utilizing this methed, x
ratother e estimate both the ameunt nf breakage and the time period of Tedemption.

o tnnes in the future or inthe n nurnernus est:mates assnclated Wnth, ,eeagement’ s If actual redemptwn pattems vary from our estimates, actual gift card breakage
o Judgments and assumptluns mad rvall - mcume may dlffer from the amounts recorded. We update our estimate of our
) 0SS breakage rate penodmally and apply that rate

to gift ard rede 'tluns Changing

at y, _5 5 mlllmn

 permitted under our credlt agreement would be a default under our credni '
agreement. At May 27 2012, wme—dewn of goodwill, other tndeﬁmte—lwed . _,Income Taxes . L
' mtanglble assets or any other assets in excess ef apprmumatel ’$85I} 0 mllimn  We estimate certain cnmpenents nf our prewsxon for income taxes. These
' : , Vjestimates include, among ather items, depreciation and amortization expense
maximum. Aseer leverage ratm is determmed ona quarterly ' dueto allowable for tax purposes le tax credits for items such as taxes paid
the seasneal eaiure ef our busmess, a lesser ameunt of impa4; it | . _’nn reperted emp!eyee tipi meam ffective rates for state and local income
‘ | maximur  taxesand the tax dedu ertain other items. We adjust our annual
. effective income tax ra itional mfurmatmn 01-0UtComes or events
_ becomes available. - '




- ,expeeied to be taken in a tax return be recugnrzed (er ders

 assetsand iabilties are reeegmzed for the futun

Darden Restaurants, Inc. 2012 AnnualReport 25

, Drscussron and Analysrs
nanc 'I,C“ndr ,on and Results of Operatrons

 Darden

uIDITY AND CAPITAL RESOURCES

FASB nsc roprc 740 Ineome Taxes, e

~ financial statements when it is mare Irke{y thar
- than 50 percent) that the pnsrtmn would b |
- tax authnrrtres A reengnrzed tax pnsnrenr hen measured the largest

ie, alike

nvestment grade bond rating, |
sonabie cns ;‘Gurrently, nur puhhely rss , ﬁ lung~term debt

o drfferences be’rween the frnanera! statement

carryrng amnu

Agreementk' dated September 20 2807 (Pnor Revnlvrng Credrt Agreement) wrth ‘
Bank Arnenea N A (BUA) a admrnrstratwe agent, and the Ienders and ntner
age
mercral paper horrowrng prugram and weuid have matured on September 20,

'as termrnated on Uetuber 3 2011 when we entered into the new.

months aﬁer our fiscal year end, Fnr u. S federal rnenme tax p rpeses, we par—
ticipate in the Internal Revenue Service’s (IRS) Gumphance Assurance Pruee '

-~ whereby our U.S, federal income tax returns are revrewed by the IRS both prior
to and after their filing. The LS. federal income tax returns that we frledfthrnugh '
the fiscal year ended May 30, 2010 have been audited by the IRS.In th st
quarter of fiscal 2012 the IRS enmpleted the audit of our tax returns fnr the frscalj k
year ended May 3[} 2010 wrth no matenal adjustments The Gnmpany stax .

and are exnected '

i be completed by the second quarter nf frscal 2013 The RS €0 ggmenced u
examination of our U.S. federal income tax returns for May 27, 2012 in the frrst
quarter of fiscal 2012, The examination is antrmpated tobe cumpleted by the

uutstandrng under the Pnnr Revnlrnng Crenrt Agreement ,

- O Dctuher 3,011, we entered into a new $750.0 mi lrnn revelvrng Credrt ~
Agree 'ent (New Revolvrng Credrt Agreement) with BOA, as administrative

_ agent, and the !enriers and other agents party there‘ru The New Revnivmg Credit

: Agreement isa senior unseeured credit commitment to the [}umpany and: '
enntams custumary representatmns and afﬁrmatrve and negatrve covenants
(rne!udrng limitations on liens and suhsrdrary debt and a maximum consolidated
lease adrusted total debt ta fotal caprtalrzatmn ratm of 0. 1501 .00) and avents

- first quarter of fiscal 2014. Income tax returns are subgect toaudithystateand  of defauit cnstemary fnr credit facrhtres of this type Asof May 27,2012, We were
local governments, generally years after the returns are filed. Tnese retiirns. . rn‘enmplrance wrth the cnvenants under the New Revnlvrng Credit Agreement
could be subject to material adjustments or drﬁerrng rniernretatrnns of thetax Addrtrnna! 1ninrmatron regardrng terms and condrtruns of the Prior Revolving
laws. The major jurisdictions in which the Company files i income tax returns e - Credn Agreement and the New Revalving Credit Agreement i rncurporated by
include the U.S. federal junsdrctmn Canada, and mnst states in the us. that hauevi,' - reference frurn Nnte 910 uur ennsehdated f naneral statements in Part I ltem8
aiy income tax. With a few exceptions, the Cumpany isng lnnger suhreet s 30? this re;mrt . ,
federal income tax examinations by tax authorities for years hefure frscat 011, - Asof May 27 2012 we had o nutstandrng balances under the New k

-and state and local, of non- -U.S. income tax exarnrnatrnns by taxauthorrtres fnr . Reveivrng Gredit Agreement As of May 27, 2012, 3252 7 million of enmmereral

- years hefore fiscal 2002 o ;' ~ paperand $10. 9 million of Ieﬁers of eredit were nutstandxng, which are backed

~ Included in the balance of umecogmzed tax benefrts at May 21, 2012 rs . "by this faerhty After eunsrderatren ef 0utstandrng eommercral paper and letters
$1.0 million related to tax positions for which it i is reasnnably unssrble that the - eredrt backed by the New Revalving Credit Agreement, as of May 27, 2012, we
total amounts could change during the next twelve months based on e had $416 4 million of credit available under the New Revolving Gredit Agreement.

October 11, 2011, we rssueri $4l}0 0 million aggregate principal amount

' eutcome of examrnatmns The $1. 0 mrlhon relates to rtems that would rmpact
- od 4 500 pereent nrnrnntes due Ueteber 202! (the New Senmr Nntes)

’ our effeetrve rncnme tax rate
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: The mterest rates on our $350 0 mrlhon senmr‘petes due October 2012,
;$5ﬂﬂ 0 million senior notes due ﬂctoher 2017 and $300. t}mrt lion senior notes
 due October 2037 2 are subject to adjustment from time to time if the debt rating
‘ eassrgned to such series of notes is duwngraded below a. certain rating level
{or subsequent!y upgraded) The maximum adjustmentis 2.000 percent above -

Con ﬁetoher B, 2010 Dlseeunt
lion, are being amortized over the term
ight-line. methed the results of which
_ approximate the effective int thod. Interest on the New Senior Notes .
~ ispayable sem;—annually in arrears 18 and October 15 ef eaeh year
commencing April 1 5 2012, We ma edeemithe New ‘Senior Notes at any time . the initial interest rate and thei mterest rate cannot be reduced below the initial
in whole or from trme tutrme in par I pnﬂelpal amount plusa make-whole  interest rate. As of May 2, 2[112 no adjustmems ie these mterest rates had
premium. If we experience a L‘hange control trigger event, unless we have : . been made. »
previausly exercised our right to redeem the New Senior Nutes we may be o N of our Ieng—term debt eurrent!y eutstandmg is expected 1o be repaid
required to purchase the New $ Senior Notes from the hu!ders ata purchase hrice 't'rely at maturity wrth interest being paid semi-annually over the life of the
 equal to 101 percent of their prmsrpal amount ptus aeerueﬁ and unpale mt regate matunttes of long-term debt for each of the five fiscal years
tMay 27, 201 Z,V our long«term debt censrsted prmcrpallyief 2012 and thereafter are $350.0 million in fiscal 2013,
: mxllmn of unseeured 1.125 percent debentur 0 million in fiscal 2015, $100.0 millon in fiscal
; 017 and $1,355.9 million thereafter.
interest rate derivative instruments
our operations. See Note 10 to our

. undera reglstratmn statemen filed
and issuance costs, which to
 of the New Senior Notes using

gl
, ,mn (SEC) dependmg on conditions prevarlmg in the public
we may issue unsecured debt securities from time to time'in
. oneor mere senes Whlch may consist of netes debentures or other evrdenees

Tate $5 9 mrllren eem erelal bank leen due m . ﬁf mdebtedness m ane or more effenngs

i ppert aloan from us fo the Emplnyee
n the Bardee ~Savmgs Pian ‘

- $300 0 million uf secured 6 800 eercent sem netes due in
 (October 2037; an '
+ An unsecured, variable

. December 2018 that rs usec

i Steck anershm Plan (i SﬂP

. negotrated transactruns Such repurchases ifany, WIH depend on prevarlmg
. market condrtiens our quurdrty requrremente and ether Eaeiers '

We a!se have $350£1 mrtlme
 inOctober 2012 included in curren
 Upon maturity of the notes du
 securities that will effectively
. OnJune 18, 2012, we agn
3790 percent senior notes d
450 per'c‘erit se'mor notes d

d»5625 pereen’(senmrnetesdue . o
s curent portion of long-term debt.
= toissue unsecured deht:f, ,

es will occur ata c!esmg in ,
from the offering of the Notes

other general corporate pur-
ttransaction exemptfrom
ation regarding terms and
orated by reference from

iy

' 'eamed therem The sa!e and
- August 2012, We intend tou
 forthe repayment of existing
. poses. The Notes were offer
the SEC registration requ
 conditigns of the Note Pu
- Note 8 to our consolidated fi
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- Asummary of ur contractual nts at May 27, 2012, s
» o - . o k‘ fl;ayments Due by Period . . e
omilin oy Ly - More Than
“Cnniractuafﬂﬁfgaﬁons o Tl  Years ; Years -~ BYears
 Shorttermdebt g s - s 8
- longtermdebt® 285 G R ol
Operating leases - . 8 me . a8 3&25f""'
Pumhaseoﬁﬁgaﬁm&s@ - o 6150 % - - 80 ot
.. . 108 N4 .
4610 770 q e Zﬁﬂﬁ
I . e e 5k :
Tntaisantfacmalebhgatmns ____ o 0 558 $oRtr o ShRR2 326615‘ -
/ Amount of Commitment Expiration per Period Gl
o) : More Than
Qther Commercnal Bummﬂments 5 Years
 Standby letters of credit® $ -
Guarantees? 07

$0.7

Al af 1.3 percont Exclunes issuance disgount

Total commercial Csmmitmehts

) a'/zslsdes/mstpa}'mmsmlwmﬂiex;stmyfm lemzieb ] vlmf Iheeurrmﬂ
uiﬁiﬁmillm»r : L

@ lzzz!wlfs mmmstyfmimmmrmlfe/),{!f;m;ztlal/easeoblyﬂ/an .
@ lﬂﬂ#defmtmmm a.fsmwm ayzdaﬁ”eibaﬁe/izﬂlm aﬂdpaymem assﬂc/mdwtflz uwpmrefi/maf
) mm:#esmmwmmggmmmmﬂmmﬂwm 7 milion, $0.2 millon of which m/afgs mcontmyems o

@ Inclutes Jotters of mmmm/m OF worfers compensation and y.‘,’lfoZ/ //ah//tyaaﬂrm i aufsuﬂs‘alfdm
rnﬂmmm:mmmlwmy Teass abligation payments nied 5ové and mrlezm o ot 10i3ling $18.4 )

7 L’am.sn(mﬂ{mmasmmfed Wit feasel properties ﬂ?armeﬂaeﬂmrgmfmﬁ?/wzﬂies %ﬂammf a1y

uaﬁiieli deixkféd campeﬂ&aﬁm piarf Iirmvbb fiseal 2022

tﬁ‘tl zz/ whigh ate. MMWWMM‘W L‘redﬂlmmmz leters yfm'/z.w.s’a g m///m#ﬂea:eﬂmm

ler thess, mmmm!s mz m//d /z'sylm . /Iﬂﬂlliy » pg/fﬂrm n mﬂlﬂaﬂﬁa ur/l/z e mzsaﬂfummtees ¥
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adjusted d t’ro adjusted ta'tdly caprtai ratru repurted to shareh l i
believe its mclusmn hetter represents the optimal capital structur

target from ;rermd to permd and because it is consistent wrth the caiculatmn ' - ‘
. Additionally, net cash used in the acqursrtmn of Eddie V's in fiscal 2012 was
- $58.5 million.

 of the covenant under our New Revolvmg Credit Agreement.
Based on these ratros, we believe our financial condition i rs streng
The cumpesrtrrm m‘ our caprtal structure is shown in the fal owrag tahle

’(irrrrrillr'ans, erca;r{raliés)' 2012
 CAPITAL STRUCTURE
‘Short-term debt

$ 2627

CALCULATION OF AllJll

 Adjusted debt . $29870 .

. Stockholders’ equrty . 18420 19362

- Adjusted total capital $4,8200  $43831
DAPITALSTHUCIURE HATICIS , .

 Delitto total capital ratic. L , 54%  46%
Adjusted debtto ad}usted tota! r'aprtai ratm L 62% 56%“ .

' Net cas aws pruvrded by uperatmg ar:trvrtres frnm cnntmumg eratr(ms -

‘were $752 2

Okp:fe'rati:bns;- '

included capital expenditures incur
o 'remode[mg existing restaurants, replacing equipment, and technology initiatives.
~ Capital expenditures related to contmumg operations were $639.7 million in fiscal
2012, compared to $547.7 million in fiscal 2011 and $432.1 million in fiscal 2010,
o Thei mcreasmg trend of expenditures in fiscal 2012 and 2011 results primarily

May o7 : May 29 j ‘ ?respectrvew Dunng Octuber 2[]11 we cumpleted the ufferrng of 3400 0 millin

ni
.

$ 185

~ Cunent portion long- -term del 350.0 =
Long-term debt, excludrng 14591 14117
gCaprtal lease obligations 56.0 513
- $21278  $16545
Stockholders' equity - 1,8420 1,9362
Total capital  $3969.8  $35907

$16545

Total debt : - $2,1278 1
. Lease-debt equrvarent 853.8 7850
. Guarantees 54 4

2468 been repurchased under the authorization, fhe repurnhased common stoek is
 reflected as a reduction of stuckholders equity. As of May 27, 2012, our.unused
“ authrrrrzarmn was15 5 million shares We received proceeds primarily from the

o ,rssuance of common stock upon the exercise of stock options of $70.2 million,

,and 2[}11 primarily relates to the rer:agnrt o of tax benefits related to the
v trmmg of deductions for fixed-asset relater:f expenditures and the application

of the nverpayment ofi rncume taxes in prior years to fiscal 2010 tax liabilities.
Net cash flows used in investing activities from continuing operations were

 $721.6 millon, $552.7 millon and $428.7 milion infscal 2012, 2011 and 2010,

respectrvely Net cash ﬂows used in investing activities from continuing operations
mcrpally for hurldrng new restaurants;

from increases in remodel and new restaurant activity over the past two years.

 Netcash ﬂews used in fmancmg activities from contining operations were
$40.4 million, $521.0 million and $290.0 million in fiscal 2012, 2011 and 2010,

ﬂ and a portion of our uutstandmg shﬂrt ~term debt
1 debt were $2.1 million, $226. 8 million and $1.8 million
10, respectrvely Net pmceeds fram the rssuance of

; net cash flows used in frnancmg activrtres rnrr!uded .
on shares of our common stnck for $375 1 mrIIron,

-~ $630 million and $66.3 million in fiscal 2012, 2011 and 2010, respectively. Net
 cash flows used in financing activities also included dividends paid to stock-
- holders of $223.9 million, $1 75.5 million and $140. 0 million in fiscal 2012, 2011
~and 2010, respectively. The increase in drvrdend payments reflects the increase
~inourannual dividend rate from $1.00 1 per share in fiscal 2010, to $1.28 per

= share in fiscal 2011 and to $1.72 per share in fiscal 2012. In June 2012, our

 Board of Directors approved an increase in the quarterly dividend to $0.50 per

~ share, which indicates an annual drvrdeadiar $2 00 per share in fiscal 2013,

ﬂur defined benefrt and other pusir rement benefit costs and liabilities are

- determmed using various actuarial assumpirons and methodologies prescrihed

 under FASBASC Topic 715, Gompensahmt - Retirement Benefits and Topic 712,

,,' - [}ompensatmn Nonretirement Posremnleyment Benefits. We use certain

~ assumptions including, but not limited to, the selection of a discount rate,

~ expected long-term rate of return on p!a ssets and expected health care cost

he  trend rates. We set the discount rate » assumption annually for each pian at its
- va!uatmn date to reﬂec’r the yield of hrglﬂ;ualrty frxed—mcume debtinstruments,




. ﬁwrth lives that appmxrmate the maturrty of the plan bencﬂts At May 27 2812 ,
oour dlsccent rate was 4 4 percent and 4.5 percent respectlvely, fur cur defmed o

. reporied. At May 27 2012 thefe ected health care r;cst trend rate. assemed

~ for our postretirement benefit plan for fiscal 2013 was 7.7 percent. Therate
gradually decreases to 5.0 percent through fiscal 2022 and remains at that 1evel -
illon, $12 Smillon

cihereaﬁer We made ccntrrbunons of apprnxrmately $22 2

es, 35 percent
rntematmnal

5 percent real estate securrtres We mumtc
‘aiipc&r n,tc ensure that it approximates our target

- oour lcng -term asset fund allocation will continue to ap

faﬁpcatmn In developing our expected rate of return.

evaluated the actual historical performance and !ong-ter prejectruns of

the pian assets, whrch give consideration to the asset mixa he anticipated

timing of the pension plan outflows. We employ a total return investment

‘ appreach whereby a mix of equity and fixed-income mvestcr nts are used to.

- maximize the lnng-term return of plan assets for what we consider a prudent

level of risk. Our histarical 10-year, 15-year and ZB-year rates of return cn

plan assets, calculated using the geometric method average m‘ returns,

 are approximately 7.8 percent, 8.0 percent and 9 4 perccnt respectrveiy, o

as of May 27, 2012 N

We have recognized net actuarial losses net uf tax, as. a component m‘ .
accumulated other ccmprehenswe income (loss) for the defined benefit pla
postretirement beneﬂt plan\ of May 21, 012 of $87.4 million and $1.9 mill
respectively. These | re ent changes in the am \
projected henefit obligatrcn and play S resuitmg from differences in tha\
assumptions used and actua xperie . The amortization of the net actuarra
loss component of our fiscal 2013 net periodic benefit cost for the defined
_henefit plans and postretirement henefit plan is expected to be appruxrmately -
$8.8 million and $0.0 million, respectively,

We believe our defined benefit and postretirement benefit plan assumptlcns .

are appropriate based upon the factors discussed ahove. However, ather assump-

wiith $1.29 brllmn at Ma
inshort- term debt re
shares of our commal
~ reclassification of lon

tions could also be reasonably appheu at could differ from the assumptions
used. A quarter-percentage point change in the defined benefit plans’ dlsccunt
rate and the expected long-term rate of return on plan assets would i mcrease
or -decrease earnings before income taxes by $0.7 mllﬁcn and $0.5 mrlhcn

of Fmancral Condrt

tual assetfund "
] pdhcliev‘ethat'ff, .
our target -

i capital expendrtures,‘ :
f repurchase program

. OFF-BALANCE SHEET ARRANGEMENTS .
- Weare not a party to any nff-ba!ance sheet arrangements that have orarg
 reasonably
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. respectrvely A quarter percentage pcmt change in eur postretrrcment benefrt
. plan drsccunt rate wuuid mcrease ur decrease eammgs befnre mcume taxes by

| (APBO) by
tand cinterest

16 health care
May 97, 2012 and
components pf net periodic

postretrrement benerrt cost by $G 4 mrlnnn fcr fiscal 2(]12 These changes in
assumptions would not rpntfrcantly impact our fundmg reqmrements We expect

to cuntrrhute apprcxrmateiy $17.5 million to $19.5 million to our defined benefit
; ately $1 0 mrﬂrcn ’m cur ppstretrrement heneflt pian ‘

cntered rntc an agreement to acqurre Yard Huuse
1 transaction. After the acqursrtrpn Yard House -
rdrary of Uarden The transaction has heen apprcved

S suhject to the satistation of customary clnsmg -~
hers, the expiration or termination of the appncahle}
—Scctt Rodmo Antitrust Imprcvements Actof
ted tohe comp leted earry in the seccnd quartcr

the pendmg Yarr! Hnuse acqmsmcn drscussed abnve
s oF events that would materra!iy affect our capi |
e heheve that our internal cash-generatmg capabiirhes
cured debt securrtres under our shelf regrstranca‘ -
ommercial paper shculd be sufficient: tofinance our
fing the Yard House acqmsrtmn debt maturities, stﬂck -
her cperatmg actrvrtres thrcugh nsca! 2013 -

y likely to have, a current or future materral effect on our financial
ichanges infinancial condmon sal (penses results of cperatmns
caprtar expendrtures or caprta

‘compared
due to higher

~ inventory| Ievels relared to the trmrng of mventpry purchases as a result of our
. Strategy to take nwnershrp of our inventory earher inthe supply chain to ensure
‘amore secure and effrcrent supply of inventory to our restaurants. '

ities were $1.77 brﬂrcn at May 21,2012, compared

9. 2011. The increase was pnmarny due to an increase
fta our use of short-term financing to repurc’nase

ck, capital expendxtures purchase of inventory arrdthe :
m  debt maturmg within the nextyear. ’ :

. Dur total current l




i ,\ Darden

- swapagreements dlscussed‘m \
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\QUANT!TATIVE ANEi QUALITATIVE DISCLOSURES
ABOUT MARKET RISK

We are exposed to a variety of market risks, includmg fluctuations in interest
rates, foreign currency exchange rates, compensation and commodity prices.
To manage this exposure, we periodically enter into interest rate and foreign

clrrency exchange instruments, equity forwards and commodity instruments for -

- other than trading purposes (see Notes 1 and 10 to our consolidated financial
statements; in Part Il; ltem 8 of this report, incorporated herein by reference).

We use the vanance/cevarlance method to measure value at risk, over time
horizons ranging from one week to one year, at the 9 percent confidence level.
At May 27, 2012, our potential losses in future net earnings resulting from
changes in foreign currency exchange rate instruments, commodity instruments,
equity forwards and floating rate debt interest rate exposures were approximately

. $57 3 million over  period of ang year (including the impact of the interest rate

eferenne)r. The value at

~ riskfrom an increase in the fair value of all of our long-term fixed rate debt, over

a period of one year, was approximately $127.1 million. The fair value of our
long-term fixed rate debt during fiscal 2012 averaged $1.85 billion, with a high
of $2.04 billion and  low of $1.55 hillion, Qur interest rate risk management
ohjective is to limit the impact of interest rate changes on earnings and cash
flows by targetmg an appmpnate mix of variable and fixed rate debt. '

APPLICATION OF NEW ACCOUNTING STANDARDS
In May 2011, the FASB issued Accounting Standards Update (ASU)QEH 1-04,
Fair Value Measurement (Topic 820), Amendments to Achieve Common Fair Value
Measursment and Disclosure Requirements in U.S. GAAP and IFRS, Many of the

amendments in this update change the wording used in the existing guidance
' to better align U.S. generally accepted accounting principles with International
Financial Reporting Standards and to c!anfy the FASB

8 mtent on various aspectsv

0 our consolidated financial statements o
- December 15, 2011, which will require us to adopt these provisions in fiscal 2013;
- however, early adoption is permitted. We do not believe adoption of this new
guidance will have a significant impact on our consolidated financial statements.

; éccumﬂlated other comprehensive income to net income alongside their respective

components of net income and other comprehensive income. We adopted all
other provisions of this update in our fourth quarter of fiscal 2012, with the

' _ addition of our consolidated statements of eomprehensnve income and other

changes to our consolidated financial statements,

In September 2011 the FASB issued ASU 2011-&8 kttaﬂglhles Goodwill
and Other (Topic 350), Testmg fiaﬂmﬁfarlmpalmmnt, whmh permits an entity
to make a qualitative assessment of whether itis more fikely than not thata
reparting unit's fair value i isless than its carfymg value before applying the two-
step goodwill impairment model that is currently in place. If it is determined
through the qualitative assessment that a reporting unit's fair value is more likely
than not greater than ifs carrying value, the remaining impairment steps would
be unnecessary. The qualitative assessment is optional, allowing companies to
go directly to the quantitative assessment. This update is effective for annual
and interim goodwill impairment tests performed in fiscal years heginning after

 InDecember 2011, the FASB issued ASU 2011-11, Balance Sheet
(Topic 210), Distlosures about Offsetting Assets and Liabilitigs, which requires
companies to disclose information about financial instruments that have been

-~ offsetand related arrangemenis to Enabie u%é;s bfifs fii:anciai statements to

understand the effect of those arrangements on ltsﬁnanciaf pasition. Gompames
will be required to pmvrde both net(uffsetmaunts} andgmss informationin-
the notes to the financial statements for relevant assets and liahilities that are

~ offset. This update is effective for us in our first quarter of fiscal 2014 and will

he applied retrospectively. We do not believe adoption of this new guidance

- will have a signifi cant impact on our cansahdated financial statements.

: FORWARD LOOKING STATEMENTS

Statements set forth in or incorporated into this report regarding the expected

~netincrease in the number of our restaurants, U.S. same-restaurant sales, total

effective for usin nur ﬁrst quarter uf f:sca! 2013 and will be apphed prospectwely 2

Other than requxrmg additional dlsc!esures adoption of this new guidance will
not have a significant impact on our cunsulfdated financial statements. '
In June 2011, the FASB issued ASU 2011-05, Comprehensive Income

(Topic 220), Pre.s‘eflfaimﬂ of Comprehensive Income, which requires companies
to present the fotal of comprehensive income, the components of net income,

- and the components of other comprehenswe income eitherin a smgle continuous
statement of comprehensive income or in two separate but cansecutive state-
ments. This update eliminates the optmn to present the components of nther
comprehensive income as part of the statement of equity. In December 2011,
the FASB issued ASH 2011-12, Gomprehensive Income (Topic 220), Deferral of
the Effective Date for Amendments to the Presentation of Reclassifications of ltems Out
of Aceumulated ther Gomprehensive Income in ASU 2011-05, to defer the effective

~ date of the specific requirement to present items that are reclassified outof

~ include words such as "may,” “will,> “expeq:t ” “mtend,” “anticipate,

sales growth, diluted net earnings per share growth, and capital expenditures
in fiscal 201}3, and all other statements that are not historical facts, including
without limitation statements with respect to the financial condition, results of

. operations, plans, objectives, future performance and business of Darden

Restaurants, Inc. and its subsidiaries that are preceded by, followed by or that
" “continue,”
estlmate,” "project ? “beheve,” “plaﬂ” or sumlarexpressmns, ae fnrward—luokmg

1995 and are included, ,aimg Wlthjhis skateinam fﬂr putposes of complying with
the safe harbor provisions of that Act. Any forward-looking statements speak only

as of the date on which such statements are made, and we undertake no obligation
fo update such statements for any reason to reflect events or circumstances

. arising after such date. By their nature forward-| lnnkmg statements involve risks

and uncertainties that could cause  actual results to differ materially from those
set forth in or implied by such forward-looking statements, In addition to the
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Report of tndependent Reg:stered Publlc Accountmg Firm
on tnternal Control Over Fmanmal Reporting

Darden

The Board of D:rectors and Stockholders
‘Darden Restaurants, Inc !

* We have audited Darden Restaurants Inc's mtemat contrul over ﬁnanc!al repﬂrtmg B ‘}‘Because ot nherent hmttattuns internal ccntrcl over i o reporting
. y not prevent or detect m:sstatements Also, pmjectmns of any evaluation of

asof May 21,2012, based on criteria establlshed in Irltema/ 6‘0/11/'0/ Iﬂtegrafed /

Framework issued hy.the Committee of Spunscnng [}rgamzatmns of the Treadway j eﬁectl ness: to future perlods are subject to the nsk that controls may becorme
‘Commission (COS0). Darden Restaurants, Inc.’s manag ment is respunsnbte or nadequate because of changes in ccndmons, or that the degree of ccmphance
ng and for its -~ with the pollc;es or procedures may deteriorate.

S n our opinion, Darden Restaurants, Inc. mamtamed in all material respects,
ective internal control over financial reportmg asof May 27,2012, based on
. criteria established in /nternal Gontrol - Integrated Framewark ssued by the

“ Gommattee of Sponsoring Urgamzatmns of the Treadway Commission,
~ Wealso have audited, in accordance with the standards of the Public
Company Accnuntmg 0verstght Board (Umted States), the conschdated halance
sheets of Darden Restaurants, Inc. as of May 21, 2012 and May 29, 2011, and
the related- ccnsnt;dated statements of earnings, ccmprehenswe mcome changes
, m'stcckhetders equuty, and: cash flows for each of the yearsin the three-year
financial reporting, assessing the risk that a material weakness exists, and testing  periode ended May 97,2012, and our report dated July 20, 2012 expressed an
and evaluating the design and operating effectiveness of internal controlbased unquahfled cpmmn on thcse conschdated fmanclal statements

on the assessed risk. Our audit also mctuded perfenmng stich other pmcedures L ~ :

aswe consndered necessary in the cnrcumstances We beheve that our audn ;

ment of the effectiveness of internal cuntrcl over ﬁnanmat repu
the accompanying Management’s Report on tntemat Cnntrnt Qver Fin cnat L
Reporting. Our responsibility is to express an opmmn nn the Comp: ys mtemal
-~ control over fmanclal repcmng based on our audlt /

,Company Aeecuntmg 0vers1ght Bnard (Umted St‘ ( s; . Those p
that we plan and perform the audit to obtain reascnable assurance about wheth’
effective internal control over financial repcrtmg was maintained in all matenal :
respects. Dur audit mcluded obtaining an understandmg ofinternal contml 0

A company’s internal contrcl over financial repnrtmg is a proces ,desngned -
to prcvude reasnnabteassura nee regardmg the reliability of fmanclat repcrtmg i P
and the preparation of financial statements for external purposes i accordance - Orlando, Florida ‘
with generally accepted acceuntmg principles. A company’s mternal control over P July 20,2012 - , s
financial reporting includes those policies and pmcedures that (1) pertam o the , 3:[ Cemfled Puhhe Accnuntants -
maintenance of records that, in reasonable detail, accurately and fairly 1 reflect ~
the transactions and dispositions of the assets of the campany : (2) provide
reasonable assurance that transactions are reeerded as necessary fo permtt
preparation of: financial statements in accordance with generally accepted
accounting principles, and that receipts and expendltures of the company ae i
bemg made only in accordance with authorizations of management and dnectcrs e h
of the company; and (3) provide reasonahle assurance regarding preventmn or .
timely detection of unauthorized acquisition, use; or drspcsmcn ofthe cumpany (St 7
assets that could have a material effect on the fmanc;at statements ;E s
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Report of Independent R’egisteyred ‘Public AchUntingv Firm

Darden

The Board of Directors and Stockholders
Darden Restaurants, Inc.

We have audited the accompanying consolidated balance sheets of Darden
Restaurants, Inc. and subsidiaries as of May 27, 2012 and May 29, 2011, and the
related.consolidated statements of earnings, comprehensive income, ch'ange's in
stockholders’ equity and cash flows for each of the years in the three-year period
ended May 27, 2012. These consalidated financial statements are the responsi-
hility.of the Company's management. Qur responsibility is to express an opinion
on these consolidated financial statements based on our audits.

We conducted our audits in accordance with-the standards of the Public
Company Accounting Oversight Board (United States). Those standards require
that we plan-and perform the audit to obtain reasonable assurance about whether
the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures
in the financial statements, An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our
audits provide a reasonable basis for our opinion.

~ In our opinion, the consolidated financial statements referred to

ahove present fairly; in all material respects, the financial position of Darden
Restaurants, Inc. and subsidiaries as of May 27; 2012 and May 29, 2011,

and the results of their operations and their cash flows for each of the years in
the three-year period ended May 27, 2012; in conformity with U.S. generally
accepted accounting principles.

We have also audited; in accordance with the standards of the Public
Company Accounting Oversight Board (United States), Darden Restaurants, Inc.’s
internal-control over financial reparting-as of May 27, 2012, based on criteria
established in /nternal Control - Intggrated Framework issued by the Committee of
Sponsoring.Organizations of the Treadway Commission (COS0), and our
report dated July 20, 2012 expressed-an unqualified opinion on the effectiveness
of Darden Restaurants, Inc.’s internal contral over financial reporting.

KPMe L

Orlando, Florida :

July 20,2012 ,
Certified Public Accountants
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Consolidated Statements of Earnings

Darden
Fiscal Year Ended
May 29, May 30,
(in mittions, excapt per share data) 201 2010
Sales $7.500.2 $7,1131
Costs and expenses:
Cost of sales:
Food and beverage 21736 2,051.2
Restaurant labor 2,396.9 2,350.6
Restaurant expenses 1,129.0 1,082.2
Total cost of sales, excluding restaurant depreciation
and amortization of $326.9, $295.6 and $283.4, respectively $5,699.5 $5,484.0
Selling, general and administrative 421 690.7
Depreciation and amortization 316.8 300.9
Interest, net 936 93.9
Total costs and expenses $6,852.6 $6,569.5
Earnings before income taxes 647.6 543.6
Income taxes (168.9) (136.6)
Earnings from continuing operations § 4787 $ 4070
Losses from discontinued operations, net of tax benefit
of $0.7, $1.5, and $1.5, respectively (2.4) (2.5)
Net earnings $ 4763 $ 4045
Basic net earnings per share:
Earnings from continuing operations $ 350 $ 292
Losses from discontinued operations 0.02) (0.02)
Net earnings $ 348 $ 290
Diluted net earnings per share:
Earnings from continuing operations $ 34 $ 286
Losses from discontinued operations 0.02 (0.02)
Net earings $ 339 $ 284
Average number of common shares outstanding:
Basic 136.8 139.3
Diluted 140.3 1424
Dividends declared per common share $ 128 $ 1.00

Seg accompanying notes to consolidated Finansial statements.

Consolidated Statements of Comprehensive Income

May 27, May 29, May 30,
(in millions) 2012 20M 2010

ey
i

Net earnings $476.3 $404.5
Other comprehensive income (loss):
Foreign currency adjustment 18 15
Change in fair value of marketable securities, net of tax of $0.1, $(0.1) and $0.0, respectively 0.2 -
Change in fair value of derivatives, net of tax of $27.8, $4.8 and $2.5, respectively 5.2) -
Net unamortized gain (loss) arising during period, including amortization of unrecognized net actuarial loss,
net of taxes of $24.8, $(8.0) and $3.5, respectively 145 (15.4)
Other comprehensive income (loss) $ 113 $(13.9)
Total comprehensive income $487.6 $390.6

See accompanying notes to consolidated financial statements.




36 Darden Restaurants, Inc. 2012 Annual Report

Consolidated Balance Sheets

Darden

(in millions)

Assets
Current assets;
Cash and cash equivalents
Receivables, nst
Inventories
Prepaid income taxes
Prepaid expenses and other current assets
Deferred income taxes

Total current assets

Land, buildings and equipment, net
Goodwill

Trademarks

Other assets

Total assets

Liabilities and Stockholders’ Equity
Current fiabilities:

Accounts payable

Short-term debt

Accrued payroll

Accrued income taxes

Other accrued taxes

Unearned revenues

Current portion of long-term debt

(ther current liailities

Total current liahilities

Long-term deht, less current portion

Deferred income taxes

Deferred rent

Obligations under capital leases, net of current installments
Other liabilities

Total liabilities

Stockholders’ equity:

Common stock and surplus, no par value. Authorized 500.0 shares;
issued 289.0 and 287.2 shares, respectively; outstanding 129.0 and 134.6 shares, respectively
Preferred stock, no par value. Authorized 25.0 shares; none issued and cutstanding

Retained earnings

Treasury stock, 160.0 and 152.5 shares, at cost, respectively

Aecumulated other comprehensive income (loss)
Unearned compensation

Total stockholders’ equity

Total liabifities and stockholders’ equity

See accompanying notes 1o consolidated financial statements.

May 27, May 29,
2011

$ 705
654
300.1

52

770
14556

$ 6638
3622.0
517.1
454.0
209.7

$ 5,466.5

$ 2513
1855
167.1

93
64.3
2000

409.3
$1,286.8
14073
3454
186.2
56.0
248.7

$ 35304

2,408.8

29219
(3,325.3)
(59.8)
94

$ 1,936.2
$ 5,466.5
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Consolidated Statements of Changes in Stockholders’ Equity

(in milligns, excapt per share fala)

Balancesat May 31,2009

Net earnings

Other comprehensive income

Cash dividends declared ($1.00 per share)

Stock option exercises (2.9 shares)

Stock-based compensation

ESOP note receivable repayments

Income tax benefits credited to equity

Purchases of comman stock for treasury (2.0 shares)

Issuance of treasury stock under Employee Stock Purchase Plan
and other plans (0.3 shares)

Repayment of officer notes

BancesatMay30,2010 |

Net earnings

Other comprehensive income

Cash dividends declared ($1.28 per share)

Stock option exercises (2.3 shares)

Stock-based compensation

ESOP note receivable repayments

Income tax benefits credited to equity

Purchases of common stock for treasury (8.6 shares)

Issuance of treasury stock under Employee Stock Purchase Plan
and other plans (0.2 shares)

Balances

Net earnings

Other comprehensive income

Cash dividends declared ($1.72 per share)

Stock option exercises (2.2 shares)

Stock-based compensation

ESOP note receivable repayments

Income tax benefits credited to equity

Purchases of common stock for treasury (8.2 shares)

Issuance of treasury stock under Employee Stock Purchase Plan
and other plans (0.2 shares)

BalancesatMay27,2012 .

Seg accompanying notes to consolidated financial statements.

Common
Stock
and Retained Treasury
Surplus Eamin ' Stock
$21831 $23574  S(286L)
- 4045 -
- (140.0) -
55.0 - 43
336 - -
201 - -
- - (85.1)
6.1 - 15

_ $un)
- 476.3 -
- (176.3) -
53.1 - 26
339 - -
11.1 - -
- - (385.9)

- (224.6) -
59.4 - 35
26.5 - -
17.9 - -

- - (375.1)

6.2 - 1.1

$31128  §(36%9)

Darden
Accumulated
Other Officer Total
Comprehensive Unearned Notes Stockholders’
Income (Loss) Compensation Receivable Equity

_ Sa30) S @D SI606D
- - - 4045
(139) - - (139)

- - - (140.0)
- 593
- - - 335
- 18 - 18
- 201
- (85.1)

$ @1y |

- 16
- - 01 01

Sa $ - Sy
- - - 4763
13 - - 13
- - - (176.3)
- 55.7
- 339
- 18 - 18
- - - 17.7
- - - (385.5)

- -~ - 13
o S1ge2
- ~ - 4755
(86.8) - - (86.8)
- - - (224.6)
- ~ - 629
- ~ - 265
- 21 - 21
- - - 179
- ~ - (375.1)

S8 $1.8420
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Consolidated Statements of Cash Flows

Darden

(in millians)

Fiscal Year Ended

Cash flows - operating activities

Net earnings

Losses from discontinued operations, net of tax

Adjustments to reconcile net earnings from continuing operations to cash flows:
Depreciation and amortization
Asset impairment charges, net
Amortization of loan costs
Stock-based compensation expense
Change in current assets and liabilities
Contributions to pension and postretirement plan
Loss on disposal of land, buildings and equipment
Change in cash surrender value of trust-owned life insurance
Deferred income taxes
Change in deferred rent
Change in other liabilities
Income tax benefits from exercise of stock-based compensation credited to goodwill
Other, net

Net cash provided by operating activities of continuing operations

Cash flows - investing activities
Purchases of land, buildings and equipment
Proceeds from disposal of land, buildings and equipment
Purchases of marketable securities
Proceeds from sale of marketable securities
Cash used in business acquisitions, net of cash acquired
Increase in other assets

Net cash used in investing activities of continuing operations

Cash flows - financing activities
Proceeds from issuance of common stock
Income tax benefits credited to equity
Dividends paid
Purchases of treasury stock
ESOP note receivable repayments
Proceeds from issuance of short-term debt
Repayments of short-term debt
Repayments of long-term debt
Principal payments on capital leases
Proceeds from issuance of long-term debt
Payment of debt issuance costs

Net cash used in financing activities of continuing operations

Cash flows - discontinued operations
Net cash used in operating activities of discontinued operations
Net cash provided by investing activities of discontinued operations

Net cash (used in) provided by discontinued operations

(Decrease) increase in cash and cash equivalents
Cash and cash equivalents - heginning of year

Cash and cash equivalents - end of year

Cash flows from changes in current assets and liabilities
Receivables, net
Inventories
Prepaid expenses and other current assets
Accounts payable
Accrued payroll
Prepaid/accrued income taxes
Other accrued taxes
Unearned revenues
Other current liabilities

Change in current assets and liabilities

Seg apcompanying notes & consolidated financial statements,

May 29,

May 30,

2011 2010

$ 4763 $ 4045

24 25

3168 3009

47 6.2

28 33

665 53.5

129 1443

(132) (05)

69 03

137) an

288 (102)

171 15.4

(154) (14.4)

02 14

29 40

$ 8947 $9034

(47.7) (432.1)

70 125

(65) (15.5)

51 128

, : (106) 64)
S (1218) $ (5527) $(428.7)
w2 630 66.3
79 177 201
(239) (1755) (140.0)
' (385.5) (85.1)
18 18

14549 4012

(1.269.4) (5512)

(226.8) (18)

(1.2 (13)

L e § (5210) $(290.0)
(05 21 (1.4
02 28 26
02 $ 07 $ 12
. (178.3) 1859
. w5 2188 629
705 $ 705 $ 2488
61 (59) (158)

" (193) 262

(.0) (.0)

55 976

5.3 236

47 5.7

23 18

273 %39

573 6.3

$ 122 $144.3
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. ', Note's‘to Consolidated Financial Statements

» NOTE 1
SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES |

OPERATIONS AND PRINCIPLES OF CONSOLIDATION

The accompanying consolidated financial statements include the operatrnns
of Darden Restaurarits, inc. and its wholly owned. subsidiaries (Darden, the

Company, we, us ar our). We own and operate the Red Lebster® Olive Grardeno :

LongHorn Steakhouse®, The Capital Grille®, Bahama Breeze®, Seasons 528,

Eddie s Prime Seafood® and Wildfish Seafood Grille® restaurant brands Incated o
i the United States and Canada. Through subsidiaries, we own and operate al

of our restaurants in the United States and Canada except three. Those three

 restaurants are located in Central Florida and are owned by joint ventures managed 1

by.us. None of our restaurants in:the United States or Canada are franchrsed

to unaffifiated franchisees under area development and franchise agreements
All significant inter-company balances and transactions have been ehmrnated

“-jn'cansolidation.

: BASIS OF PRESENTATION ~ e
On November 14, 2011, we completed the acqursrtmn of erght Eddre Vs ane
Seafood restaurants and three Wildfish Seafood Grille restaurants (eellectrvely

our consolidated financial statements from the date of acquisition. The acqui-

sition resulted in the recording of depreciable assets, definite-lived amortizable :

intangible assets and indefinite-lived intangible assets, including goodwill

The following table summarizes the preliminary estimated fair values of the

Eddie V's assets acquired and liabilities assumed as of the acquisition date and
the final adjustments made thereto through the ﬁseal year ended May 21,2012: :

(in millions) : Preliminary Adjustments Firial Adjusted
Current assets 81T 80y $ e
Buildings and equipment 268 04 64
Trademarks ' =170 (6.1) 109
{ther assets : 29 ey 25
Goodwil 168 55 - 001
Total assets acquired - $65.0 $(1.7) $633
Current liabilities : A5 - 45
Other liabilities 13 (1.0)-- - 03

Total liabilities assumed - $58 %010 S48
Net assets acquired ‘ $59.2 $07)  $585

- Adjustments to the preliminary purchase price allocation during the
period ended May 27, 2012 were primarily related to updated valuations in the
preliminary appraisals of identifiable intangible and tangible assets,

Darden

The excess of the purchase price over the aggregate fair value of net assets
- acquired was allocated to goodwil, all of which is expected to be deductible for
‘tax purposes. Goodwill represents benefits expected as a result of the acquisition,

~ 'rncludrng sales and unit growth opportunities in addition to supply-charn synergies.

¢ Trademarks primarily have an indefinite life hased on the expected use of the
assets and the regulatory and economic enviranment within which they are heing
~ used, These trademarks represent highly respected brands with pesitive conno-
~tations and we intend to cultivate and protect the use of these brands; Goodwill
jand mdefrmte-hved trademarks are not amortized but are reviewed annually for
rmparrment ormore frequently if indicators of impairment exist; Buildings and
- equipment will be depreciated over a period of 5 months to 23 years. Other
assets and Irabrhtres represent value associated with favorable and unfavorable
“market Ieases and will be amortized over a weighted-average period of 16 years.
Asaresult of the acquisition and related integration efforts, are included in

o selhng, general and administrative expensesin-our consolidated statements of
As-of May 27, 2012 we franchised 5 LongHem Steakhnuse restatirants in- Puerto s

Rico; 22 Red Lobster restaurants in Japan, and 1 Red Lobster restaurant in Dubai,

'earmngs Pro-forma financial information of the combined entities for periods
- prior to the acquisition is not presented due to the immaterial impact of the
finanCial results of Eddie Vs on our consolidated financial statements.

 During fiscal 2007 and 2008 we closed or sold all Smokey Bones Barbeque

- & Grill (Smokey Bones) and Rocky River Grrlthnuse restaurants and we closed

nine Bahama Breeze restaurants, These restaurants and their velated activities

: ~ have been classified as discontinued operations. Therefore; forfiscal 2012, 2011
- and QOtD all impairment fosses and dispasal costs; gains and losses on disposi-

‘, - tion attributable to these restaurants have heen aggregated in a single caption
Eddie V's) and all related assets and net working capltal for $58 5 million in cash.

The results of operations from Eddie V's, which are not matenal are metuded in:

: entrtted “Losses from drscnntrnued operations, net of tax benefit” on the accom-

e panyrng cunsnhdated statements of earnings.

- Unless otherwise noted, amounts and disclosures throughaut these notes to
‘ keonsohdated frnaneral statements relate to our cuntrnumg operations.

: FISCAL YEAR
We operate on a 52/53 week fiscal year, whrch ends on the last Sunday.in May.
Frseal 2012, 2011 and 2010 censrsted of 52 weeks of operation,

 USE OF ESTIMATES

~We prepare our consolidated financial statements in conformity with U.S. generally
accepted accounting principles. The preparation of these financial statements
requires us to make estimates and assumptions that affect the reported amounts

. of assets and-fiabilities and disclosure of contingent assets and liabilities at the
‘date of the financial statements, and the reported amounts of sales and expenses
during the reporting period. Actual results could differ from those estimates.

- CASH EQUIVALENTS
Cash equrvalents include highly hqurd investments such as U.S. Treasury bills,
- taxable municipal bonds and money market funds that have an original maturity
-of threg months or less. Amounts receivable from credit card companies are also
considered cash equivalents because they are hoth short term and highly liquid in
nature and are typically converted to cash within three days of the sales transaction.
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Notes to Consolidated ‘Flnancia;l' State‘ments |

Darden

'RECEI VABLES NET

Receivables, net of the alluwance for douhtful accounts represent therr estrmated :

- net realizable value. Provrswns for doubtful accounts are recorded based on

‘historical collection experience and the age of the receivables. Receivables are . :
written off when they are deemed’ unenlleetrhle See Nute 3- Recervables Net =

for additional mformatlon

lNVENTORIES

Inventories consist of food and heverages and are valued at the luwer of werghted- s

average cost or market

‘ 'MARKETABLE SECURITIES '
Available-for-sale securities are carried at fair value Classrflcatron nf marketable
securities as current or noncuirent is dependent upon management's intended

‘holding period, the security’s maturity date, or hoth. Unrealized gains and losses,

net of tax, on available-for-sale securities are carned in accumulated other.
comprehensive income (loss) within the eonsnlrdated financial statements and
are reclassified into earnmgs when the securities mature or are sulcl, ,

LAND, BUlLDINGS AND EQUIPMENT NET

Land, buildings-and equipment arerecorded at cost less accumulated depreeratlon 15

Building components are deprecrated over estimated useful lives rangmg from .

T:ta 40 years using the straight-line method Leasehold |mpr0vements whichare

reflected on our consolidated halance sheets as a component of hurldmgs in

land, buildings and equipment, net, are amortized over the lesser of the expected

~.|ease term, including caneelable option periods, or the estimated useful lives of -
the related assets using the stralgh‘r -line methed. Equrpment is depreciated over
estimated useful lwes ranging from 2 10 10 years also using the: strarght-lrne

method. See Note 5 - Land, Burldrngs and Equipment, Netforaddltmnal rnlar- ' ¢
mation. Gains and losses on the disposal of land, burldmgs and equrpment are.

included in selling, general and admmlstratrve expenses in our accompanying:

consolidated statements of earnings. Deprecratmn and amortization expense .

-~ from continuing operations associated with buildings and. equipment and Iosses '
on disposal of land, burldrngs and equrpment were as follows: :

. Fiscal Year

' sCAPlTALlZED SOFTWARE COSTS AND OTHER
DEFINITE-LIVED INTANGIBLES
:Capitalized software whichis a component of other assets, is recorded at cost

less aeeumulated amortization. Capitalized software is amortized using the

- straight-line method over estimated useful lives ranging from 3 1o 10 years.

The cost of capitalized snftware and rela’red accumulated amortization was

Cooas felluws

: (mmrllmns)

nmiiony) May 27,2012 May 25, 2011
Capitalized software $843  $799
- Accumulated amortization - (63.9) (56.1)

- Capitalized software, net of S
: $208 $ 238

accumulated amortization -

f' We have other definite-lived intangible assets, including assets related to the

, valyue of below-market leases, which were acquired as part of the RARE Hospitality

lnternatiyonal Inc. (RARE) and Eddie s acquisitions and are included as a
component of other assets on our consolidated halance sheets. We also have

'defmrte-lrved rntangrhle lrahrlrtres related to the value of above-market leases,
: whrch were acquired as part of the RARE and Eddie V's acquisitions and are
included in other liabilities on our consolidated balance sheets. Definite-lived
intangibles are amortized on a straight-line basis over estimated useful lives
- of 1-to- 20 years. The cost and related accumulated amortizatiun was as follows:

© May 27, 2012 May 29, 2011

ombwy T oA w0

Depreciation and amortization o ST
buildings and equipment $3406  $3087  $2932

Losses on disposal of land, , e T
buildings and-equipment- - 71 63 03

*accumulated amortization

2 Other deflmte—llved intangibles - -~ $13.2 $11.1
: Aecumulated amortization - : (6.2) (5.8)
Other definite-lived intangible assets, '
- net of accumulated amortization - $70 $ 55
(niling May 27, 2012 May 28, 2011
Below-market leases $24.0 $25.3
* Accumulated amortization : (7.1) (8.6)
Below-market leases, net of i
‘accumulated amortization. $169 $16.7
: y(l/umlllans) » May 27, 2012 'May 29, 2011
fAbove~market leases $(8.6) $84)

Accumulated amortization 2.3 18

Above-market leases, net of

$6.3  $65)




: . assets wrll he appmxrmately $10. 0 mdlmn annuaIIy for frssal 2013 thmugh 2017‘
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GO‘ODW!LL AND TRADEMARKS :

We review our goodwrll and trademarks for impairment annually, as of the first
day of our faurth fiscal quarter or more r‘requenﬂy if indicators of impairment
xrs Goodwill and trademarks are not subject to amartization and have been -
tp;repnrtlng units for purposes of impairment testing. The reparting
nits are our restaurant brands Our gnpdwrll and trademark halances are

Amurtrzatron expense assocrated wrth'eaprtalrzed so’rtware and nther

(iollss) i ,‘i’2012'“, 201

- Amortization expense - - .

- capitalized software -~ §7.8 L

Amortization expense-  May 27,2012 May 28, 2011
othe'r definite-lived in’rangibles o 0.7 ,

: o - $401.8 . $4021
, Amprtrzatrpn expense assucrated wrth ahnve- and belew—market feases

495 . 498
 included in restaurant- EXPenses asa companent of rent expense o our 30.2 30.2
e cnnsalrdated statements of eammgs was as folluws 'j E , gg? 350

$5386 - $5171

)

',Trademarks - ,
* Restaurant expense -~ i The Gaprtal Gnlle $147.0 $1470
below-marketleases ~  $18 307.0 -3070
Restaurant gxpense — . Lol
: aboVe—market lodses , (ﬂ 5) 10.9

4649 8540

: I)ﬁoadmil relared m allre Gardeﬂ il ﬂad labsler B assor/alell mtir ﬂre HARE mwsmo// 0 thg direct lrenefnr terlved
byl Eanieﬂ ami fett ln?ster is4 resu/t r/ tfle e araws/noﬂ '

Amortlzatmn of capdalrzed srrftware and ether defmrte-hved mtangrble

TRUST- OWNED LIFE !NSURANCE L
We have a trust that purchased life instrance. pphcres cuv ring certain of our
- officers and other key. emplnyees (trust-ownied life i rnsuran TGLI); The trUSti
the owner and sole henefrclaw of the TDU poncres The policies were purchased,
to offset a portion of our obligations under our non—quakfred deferred compen-
sation plan. The cash surrender value for each pelrcy is included i in ather assets
while changes in cash surrendervalues are mc!uded in selhng, general and .
administrative expenses. ~ , .

LIQUOR LICENSES = : -
The costs of obtaining non—transferable hqunr Ircenses that are drreet!y 4ssued by
local government agencies for nominal fees. are’ expensed a5 incurred, The costs
of purchasing transferable figuor licenses through open markets in Junsdlctmns
with a limited number of authorized liquor heenses are caprtahzed as indefinite-
fived infangible assets and included in other assets. Liguor hsenses are revrewed
for impairment whenever events or ehanges in crrcumstances rndrcate thatthe.
carrying amount may ot be recoverable. Annua! Ilquor hcense renewal fees are
expensed over the renewaf term. e e :

The gnadwdl rmparrment test mvolves a twu step process. The first stepris a
nmpanson of each reporting unrt s fairvalue to its carryrng value. We estimate
ir value using the best information available, including market information and
rscounted cash ﬂow pmjectmns (a!so referred toas the income approach). The
. mcpme appmach luses a reportmg umt S prorec’non of estrmated operating results
. - and cash flows that is drscounted usinga wergnted-average costof capital that
o ;reﬂeets current market cnndrtwns The prejectmn Uses management’s hest esti-
. matesof economic and market conditions over the projected period including
L j . ;grnwth rates in sales, costs and number of units, estimates af future expected
S changes in aperatmg margrns and cash expendrtures Other significant estimates
o oand assumptmns include terminal value growth rates, future estimates of capital
~ expenditures and changes in future working capital requirements. We validate
e our estlmates of fair value under the i income approach by comparing the values to

i value estimates using a market approach. A market approach estimates fair
e by applyrn  cash flow. and sales multip!es to the reporting unit’s operating
Itiples are denved from ccmparable publicly traded compa- '
th ‘srmdar operatrng and mvestment charactenstrcs of the repurtmg lnits.




- impaiment of the trademarks
We determmed that there yiasno goudwrll or trademark rmparrment asofthe i

e industry may result infuture rmparrment
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If the fair value ,of»thereport’ing' unitis higher than fts carrying value, goodwill

~ is deemed not to be impaired, and no further testing is required. If the carrying-

' value of the reporting unit is higher than its fair value, there is an indication that :
- impairment may exist and the second step must be pen‘ormed to-measure the

amount of impairment loss. The amount of lmparrment is determmed by cemuarrngt

. “the rmplred fair value of reporting unit gondwrll 1o the carrying value of the guodwrll; e

“inthesame manner a8 if the renortrng unit was being aequrred ina  business

- combination: Specrfrcally, farrvalue is allocated to all of the assets and lrabrlrtres e
. of the reporting unit, rncludmg any unrecognrzed mtangrhle assets ina hypothetrcal -
‘ analysrs that would calculate the implied fair value of goudwrll If the rmplred fair 3
~ value of goodwill is less than the recnrded goodwrll we would recurd an rmparrment i

' loss for the difference,
Consistent with eur accounting polrey for geodwrll and trademarks we
: performed our annual rmoarrment test of our goodwill

. we had seven reporting units: Red Lobster, Olive Garden, LongHorn Steakhouse, -

g "_The Caprtal Grille, Bahama Breeze Seasons 52 and Eddie V's. Two of these: ,
~ reporting units, Longllom Steakhouse and The l}aprtal Grille, have a srgnrfrcant e e
~ IMPAIRMENT OR DISPOSAL OF LONG-LIVED ASSETS
Land, buildings and equipment and certain other assets, including definite-lived
- intangible assets; are reviewed for rmparrmentvvhenevar events or-changes in
~ circumstances rndreate that the carrying amount of an asset may not be recoverable.
Recoverabrlrtyul assets to be held and used is measured by a comparison of the
- carrying amount of the assets to the future undiscounted net cash flows expected
o be generated by the assets. Identifiable cash flows are measured at the lowest
~level for which they are largely independent of the cash flows of other groups of
- assets and liabilities, generally at the restaurant level. If such assets are determined
o be impaired, the impairment recognized is measured by the amount by which
~ the carrying amount of the assets exceeds their fair value. Fair value is generally
. determined based on appraisals or sales prices of comparable assets. Restaurant
 sites and certain other assets to be disposed of are reported at the lower of their
carrying amount o fair value, less estimated costs to sell. Restaurant sites and

1 amuunt of goodwrll.’A we frnalrzed the purchase prrce allocation for Eddie V's

' durrng our fourth fiscal quarter of 2012 and no indicators of impairment were ,'
 identified, we excluded the goor.lvvrll allocated to Eddre V's from our annual - -
“impaitment test. As part of our process for perlormrng the step ong rmparrment /

 test of goodwill, we estimated the fair value of our repnrtmg units utilizing the

-+ income and market approaehes descrrbed above to derive an enterprrse value. of
- the Company We reeuncrled the enterprise value to otr overall estimated market -
' capitalization. The estrmated market eaortalrzatren considers recent trendsinour

-~ market caprtalrzatron and an expected control premrum hased on cumparable

 recent and historical transactions. Based on the results of the step one rmparnnent -

“ - test, no impairment of goodwrll was indicated. L
: The fair value of trademarks are estrmated and compared to the earrymg
' value W estimate the farrvalue of trademarks using  the ‘rehef -from- royalty

~ method, which requrres assumpuons related to projected sales from our annual
long-range plau assumed royalty rates that eould bepayable if we did not own ,
; : whenthe  within prepaid expenses and other current assets in our consolidated balance
- sheets when certain criteriaare met. These criteria include the requirement that
the likelihood of disposing of these assets wrthrn one year is probable. Assets not
meeting the “held for sale” criteria remain in land, buildings and equipment until
their drsposal is probable within one year

ongl-lorn Steakhous nd The Baprtal Grrlle

 first day of our fourth fiscal quarter and no addrtrona indicators of impairment -

were rdentrfred through the end of ourfourth frscal quarter that would requrre us o

“fotest further fori rmparrrne ‘ ’However declines in our market capitalization

(reflected in our stock price) as wel asin the market capitalization of other

companies in the restaurant industry, declinesin sales atour restaurants, and
' significant adverse ehanges inthe operatrng envrronment for the restaurant

) Changes in circumstances, exrstrng at the measurement date or at other
. =hmes inthe future, or m the numerous estrmates assocrated wrth management’
~judgments-and. assumptrons made in assessmg the farr value of our goodwrll

. ‘could result in an: rmparrmen’r lurs ofa portron or all of our |oodwrll or trademarks :
lf we recorded an rmparrment less our trnaneral posrtron and results of operatrons ,

< would be adversely affected and ouir leverage ratio for purposes of our credit
i agreement would increase. A leverage ratio exceeding the maximum permitted

- -under our credit agreement would be a default under our credit agreement.
M llllay 97, 2012, a write-down of goodwill, other indefinite-lived intangible

- assets, or any other assets in excess of approximately $850.0 million would have
- been required to cause our leverage ratio to exceed the permitted maximum.
o Asour leverage ratio is determined on a quarterly basis and due to the seasonal
- knature of our business, a lesser amount of impairment in future quarters could
. cause our ‘leverage ratio to exceed the permitted maximum.

. We evaluate the useful lives of our other intangible assets, primarily

-~ intangible assets associated with the RARE acquisition, to determine if they are
- definite orindefinite-lived. A determination on useful life requires significant
 judgments and assumptions regarding the future effects of obsolescence, demand,
e trademarks as of the fist
dayof our l‘rseal 2012 fourth quarter. As of the begrnnmg of our fiscal fourth quarter,
"+ and expected changes in distribution channels); the level of required maintenance

eompetrtmn ‘other economic factors (such as the stability of the industry,
legrslatlve action that results in an uncertain or changing regulatory environment,

expenditures, and the expected lives of other related groups of assets.

certain other assets to be disposed of are included in assets held for disposal

We aecount for exitor drsposal activities, including restanrant closures, in

 accordance with Financial Accountmg Starrdards Board (FASB) Accounting
' Standards Cndrfrcatron (ASC) Topic 420, Exit or Disposal Cost Obligations. Such
. gosts rnelude the cost of drsposrng of the assets as well as other facility-related
- expenses from prevrously closed restaurants. These costs are generally expensed
- asincurred. Addltronally, at the date we cease using a property under an operating
- lease, e record a liability for the net present value of any remaining lease obliga-
_tions, netof estimated sublease income. Any subsequent adjustments to that liability
- asaresult of lease termination or changes in estimates of sublease income are
- recorded in the period incurred. Upon disposal of the assets, primarily land,
- associated with a closed restaurant, any gain or loss is recorded in the same caption
within our r:onsulida'tttd statements of earnings as the original impairment.
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INSURANCE ACCRUALS R
Throtgh the use of insurance program deductibles and self—rnsurance we retarn
a significant portion of expected losses under our workers' compensation,
employee medical and general liability programs. However, we carry insurance
for individual workers’ compensation and general liability claims that exceed.

$0.5 million. Accrued liabilities have been recorded hased on our estimates of the -
anticipated ultimate costs to settle-all claims; hoth reported and not yet reporied.”

REVENUE RECOGNITION

Sales, as presented in our consolidated statements of eammgs represents food

and beverage product sold and is presented net of discounts, coupons, employee
meals and complimentary meals and gift cards. Revenue from restaurant sales
is recognized when food and beverage products are sold. Sales taxes eulleeted v

from customers and remitted to governmental authorities are presented onarnet ;‘

basis within sales on our consolidated statements of earnings.
Revenues from the sales of franchises are recagnized as income when

substantially all of our material obligations under the franchise agreement have

been performed. Continuing royalties, which are a percentage of net sales of
franchised restaurants, are accrued as income when earned.

UNEARNED REVENUES

Unearned revenues represent our lrabdrty for grﬂ cards that have been snld but
not yet redeemed, We recognize sales from our gift cards when the glft cardis
redeemed by the customer. Although there are no expiration dates nrdnrmancy

fees for our gift cards, based on our analysis of our historical gift card redemptinn ‘

patterns, we can reasonably estimate the amount of gift cards for which-
redemption is remote, which is referred to as “breakage”. We fecognize breakage
within sales for unused gift card amounts in proportion to actual gift card
redemptionis, which is also referred to as the “redemption recognition” methnd. '
The estimated value of gift cards expected to remain unused is recognized over

the expected period of redemption as the remaining gift card values are redeemed,

generally over a period of 10 years. Utilizing this method, we estimate both the
amount of breakage and the time period of redemption. If actual redemption pat-
terns vary from our estimates, actual gift card hréakage income:may differ from
the amounts recorded. We update our estimates of our.redemption period and
our breakage rate periodically and apply that rate to gift card redemptions.

FOOD AND BEVERAGE COSTS

Food and beverage costs include inventory, warehousing, related purchasing and

distribution costs and-gains and losses on certain commodity derivative contracts.

- Vendor allowances received in connection with the purchase.of a vendor's products
are recognized as a reduction of the related food and beverage costs as earned.
Advance payments are made by the vendors based on estimates of volume to be
purchased from the vendors and the terms of the agreement. As we make purchases
from the vendors each period, we recognize the pro rata portion of allowances
earned as a reduction of food and beverage costs for that period. Differences
between estimated and actual purchases are settled in accordance with the
terms of the agreements. Vendor agreements are generally for a period of one
‘year or more and payments received are initially recorded as long-term liabiities.
Amounts which are expected to be earned wrthln one yearare recnrded as
curtent liabilities. ,

' Darden

~ INCOME TAXES
- We provide for federal and state income taxes currently payable as well as for
£ those deferred because of temporary differences between reporting income and
~expenses for fmanclal statement purposes versus tax purposes. Federal income
. taxcredits are recorded as a reduction of income taxes. Deferred tax assets and
- liabilities are recognized for the future tax consequences attributable to differences
- between the finaneial,statement carrying amounts of existing assets and liabilities
and their respective tax bases. Deferred tax assets and liabilities are measured
‘using enacted tax rates expected to apply to taxable income in the years in which
. those temporary differences are expected to be recovered or settled. The effect on
 deferred tax assets and liabilities of a change in tax rates is recognized in earnings
inthe period that includes the enactment date. Interest recognized on reserves -

for uncertain tax positions is included in interest, net in our consolidated state-

- ments of earnings. A corresponding liability for accrued interest is included as a
- component of other current liabilities in our consolidated balance sheets. Penalties,
- when incurred, are recognized in selling, genieral and administrative expenses.

ASC Topic 740, Income Taxes, requires that a position taken or expected to be

 taken in a tax return be recognized (or derecognized) in the financial statements

when it is more likely than not (i.e., a likelihood of more than 50 percent) that the
position would be sustained upon examination by tax authorities. A recognized tax

~ -position’is then measured at the largest amount of benefit that is greater than

50 percent likely of being realized upon ultlmate settlement. See Note 16 - Income

- Taxes for-additional information.

Income tax benefrts credited to equity relate tn fax benefrts assnerated with

o ameunts that are deductible for income tax purposes but do not affect earnings.

These benefrts are principally generated from. ‘employee exercises of non-qualified
stock options and vesting of employee restricted stock awards.

 DERIVATIVE INSTRUMENTS AND HEDGING ACTIVITIES
* We enter into derivative instruments for risk management purposes only; :
- including derivatives designated as hedging instruments as required by FASB ASC

Topic 815, Derivatives and Hedging; and those utilized as economic hedges. We
use financial and commodities derivatives to manage interest rate, compensation,
commaodities pricing and foreign currency exchange rate risks inherent in our
husiness operations. Our use of derivative instruments is currently limited to

interest rate hedges; equity forwards contracts; commodities futures-and options
contracts and foreign currency forward contracts. These instruments are generally

structured-as hedges of the variability of cash flows refated to forecasted trans-

- actions (cash flow hedges). However, we do at times enter into instruments

designated as fair value hedges to reduce our exposure to changes in fair value

- of the related hedged item. We do not enter into derivative instruments for trading

or speculative purposes, where changes in the cash flows-or fair value of the

derivative are not expected to offset changes in cash flows or fair value of the
hedged item. However, we have entered into equity forwards te economically
hedge changes in the fair value of employee investments in our non-gualified

- deferred compensation plan and certain commodity futures contracts to eco-

nomically hedge changes in the value of certain inventory purchases; for which
we have not applied hedge accounting. All derivatives are recognized on the
halance sheet at fair value. For those derivative instruments for which we intend
to elect hedge accounting, on the date the derivative contract is-entered into, we.
document all relationships between hedging instruments and hedged items, as -
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A ,well as eur nsk~management 0

cash flow hedges to specrfle a*sets and hatnhtles on the consolidated halanee
sheet or to specific h;reeasted transa " Weal mally assess, both at
~ the hedge’s inception andona 1. 0ng0 g:basrs, ether the derivatives used in
i hedgmg transactmns are hrghh{ effectwe in effse in :changes in cash ﬂews of
hedged items. e '

Tothe extent our denvatwes are effectrve in

- required by Topic 815 of the FASB ASC, changes in

"., value, and otherwise meet the fair value hedge accounting. criteria requilred by

: Topic 815 of the FASB ASC, gains and losses in the denvatlves fair value are ;
o mcluded in current earmngs, asare the gams and lpsses'af e related hedged Y

: Fpr operatmg Ieases we ,cngmzer

. expected lease term, mctudmg cancelable. uptmn penpds where farlure to exercrse }

thiz options wuuld result inan onumu;penalty to th Cpmpany

: propertytaxes insurance and maintenance co

Amortization expense related 1o capital leases is metuded in deprecratlon and
: amprhzatmn expense on our cpasohdated statement fjeammgs ' .

ctive and strategy for under’taki'np the various
" hedge transactions. This pmcess includes linking all denvatrves designated as.

_ ettmg the vanabrhty of the '

-~ hedged cash flows, and otherwise meet the cash ﬂnw ‘hedge accounting criteria

derivatives’ fair value are
- notincluded in current. earnrngs but are included in accumulated other compre-

- hensive income (loss), net of tax. These changes in fair value wil be reclassified

into earnings at the time of the forecasted transaction. Ineffectiveness measured

T the ‘hedging relatrpnshrp is recorded currently in eamings. inthe penud i/ whmhf
~itoceurs. To the extent our derivatives are effective in mltrgatmg changes in fair

:' ,PRE OPENING EXPENSES
o Ndn—caprtal expendrtures asspmated wnh npemng new restaurants are
: f ‘expensed as mcurred : :

v iADVERTISlNG ,
 Production costs of commercials are charged to operations in the fiscal period
 the advertising is first aired. The costs of programming and other advertising,

prpmotron and marketmg programs are charged to pperatmns in the fiscal period

7 incurred. Advertising expense related to continuing operations, lncluded in'selling,
general and: admrmstratrve EXpENSes was as follows:

! St o T Fiscaerear
o (mmrlllpns) Lo 2012 2011 2010
Advertrsmg expense $3m72  $3402 83119

. ;['STOCK-BASED COMPENSATION
,We recognize the cost of emplpyee service received in exchange for awards of
. equity mstruments based an the grant date fair value of those awards. We utilize

the Black Schples option pricing model to estimate the fair value of stock option

 awards. We. recpgmze compensatmn expense on a straight-line basis over the

' emplpyee service period for awards granted. The dividend yield has been estimated
. - based upon our historical resutts and expectations for changesin dividend rates.
s The expectedﬂvolatlhty was determined using historical stock prices. The risk-free
£ rnterest rate yas the rate available on zero coupon U.S. government obligations
Al : witha. term apprpmmatmg the expected life of each grant. The expected life was
‘ estrmated based on the exercise history of previous grants, taking into consideration
. -the remaining cpntractual period for putstandmg awards. The weighted-average
i ~fa|r value of non—quahhed stock options and the related assumptions used in the

Black-Scholes model 0 record stock hased compensatnm are as follows:

* Expected volatility of stpck
~ Riskfreeinterestrate -~~~ 21% 2.2% 3.0%
- :Expected pptmn life (m years) ‘ 6.5 8.1 6.6

‘ The eensphdated fmancral statenlerﬁs retfeet the 'same Iease term foramertrzmg

Percentage rent expense is generaﬂy based on sa!es tevels and is acerued at the
- point in time we determine that itis; prubable that such sales Ievels will be achleved it

Stock Dptmns
Granted in Fiscal Year
: m2 2001 2010
Wenghted—average falr value $14.31 $12.98 $10.74
* Duidendyield 3.5% 3.0% 2.8%

39.4% 39.1% 40.6%

5 ';NET, EARNlNGS PER SHARE -

S Basic net earmnps per share are cpmputed by dividing net earnmgs by the

. erghted-average number pf commeon shares outstanding for the reporting period.
~ Diluted net earmngs per share reﬂect the potential dilution that could accur if
secunhes or other contracts to issue common stock were exercised or converted
 into common stock. Outstanding stock options, restricted stock, benefits granted
o "; under our Emptoyee Stock Purchase Plan and peﬁermance stock-units granted
byus represent the onty dilutive etfeet reflected in diluted weighted-average

: ‘shares outstandrng These stock-hased cnmpensatmn instruments do not impact
‘ the numeratpr pf the drluted net earnrngs per share computahpn
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d~$ﬂ 4 mr! mn at Ma‘y 2'! 2012and May 29 2(}11 respectwely
' lnssesfmm turergn currency transactions recagmzed in our consofrdated
s of earnings were not signifi cant far fiscal 2012 20}1 or 2010

The fuﬂowmg tabie presents the computa’upn of basrc and diluted net
earnmgs per common share S e

' if 'Fis

{in s, pvagtper hira ot - 1 3 2012 ; 201] EGMENM EPQRT‘NG:’
Earnings from continuing uperatlons $4765 . $478 < pF 9012 we operated the Red Lobster, UlweGarden LongHorn
+ - Losses from dlscontmued operatmns' ; (1.0) 2 ma Breeze, Seasuns 59 and Eddie V's:
et earmngs L B $4755 g Jorth s operating segrnen’rs The brands operate
Average commonshares e 'prm y in the Us. thm'the full-service dining mdustry, providing similar
© " outstanding - Basic .~ - [RE A . products to similar customers. The brands also possess: similar economic
 Effect of dilutive stock- based - characteristics, resulting in similar long-term expected financial performance
compensaion 31  characteristics. Sales from external customers are derived principally from food -
Average common shares Eann  and beverage sales. We do not rely on any major customers as 2 source of sales.
outstanding -Diluted 1382 145 _ We helieve we mest the criteria for aggregating our operating segments into a

~Basic net earnings per share: e
- Earnings from continuing: uperatmns $ 3.66
Losses from drscuntmued operations (0. 01] )
Neteammgs o - $365 ]

Diluted net earnings per share: - R
Earnings from continuing operations $ 3.58 J

Losses from discontinued eperatmns' (0.01) i1y
Netearnings S 3.57 833

: ,; ]‘S'ﬂgle reparting segment.

APPLICATION OF NEW ACCOUNTING STANDARDS
o May 2011, the FASB issued Accounting Standards Update (ASU) 2011-04,
Far ' alue M surement (Topic 820), Amendments to Achieve Common Fair Valve
; Im’ Djstlosure Requirements in U.S. GAAP and IFRS. Many of the
update change the wording used in the existing guidance
enerally accepted accountmg prmclples wrth lnternatmnai

, Res’mcted stock and upimns to purchase shares of uur:c ,
' excluded from the calculation of drluted net garmings per share because the
effect wuu!d have been antr-dllutrve are as fol!ows e

,;quantrtatwe mformatmn about unohservahlem‘ s used.m a farr value measure-
, ; ,L'evel 3 of the fair value hrerarchy This update is

effectwe fer u st quarter,of fiscal 2013 and will be apphed prospectively.
Dtherth requiring addrupnar d;sclnsures adnptmn of thrs new gurdance will -

et e T 2 May 29 2071 |
. Anti-dilutive restricted 4
ster:k and eptmns , 260
COMPREHENSIVE INCOME ‘thec ppnents of other eamprehenswem eerthermasmgle cuntmuuus

statement of »cumprehenswe income or in wo separﬁe but consecutive Statements.
. Thrs updat iminates the uptauu o present | fhe cumponeu:s of other compre-
henswe income as part of the statement of equttv In December 2011, the FASB
currency translation adjustments, the effective unrealized purtmnef changesin_ 9011-12, Comprehensive Income (Topic' 220), Deferral of the Efective
the fair value of cash flow hedges, unrealized gains and losses on our marke‘rable T nents o the Presentatmnafﬂeﬂamfieaﬂaneuﬂlems aufufdacumulateti
securities classified as held for sale and recognition of the funded stafus and . 0 r L’amprelrenswe IIIMIM IMWZW I- ﬂ.i fﬁ d&f:‘” the effective date of the

amortization of unrecognized net actuarial gains and losses re!ated toour 2d out of acoumulated
pension and other postretrrement plans. See Note 13- Stnckhulders Equrty '

Eomprehensrve income includes net earmngs and other cumprehenswe,mceme :
(loss) items that are excluded from net earnmgs under Us. generally accepted
accounting principles. Other comprehensive i income (loss) items mclude forergn

: i}"nther comprehensrve income net mcume gsrdethel jrespectWe components

for addmunal mformatmn i [ g ~ ofnetincome: and othercompreheusrve income. We adopted all other provisions
e e e o of this update in ourfuuﬂhquarterufﬁscal 2012, wrﬁrtheaddrtmn of our

FORE!GN CURRENCY Rep s consolidated statementsufcomprehensrvemcomeand ather changestu our

The Canadian dollar is the functional currency forourCanadran restaurant ~ consolidated fmanclalstatemetrts :

operations. Assets and liabilities denominated in Canadian dollars are wansiated~ In Septemher?_m‘( the FASB st ASU ?911-93 htangrhles GBOdW'“

into U.S, dollars using the exchange rates in effect at the balance sheet date. Resuits aud Other (Tapic 350), Testing Goodwil for Impairment, which permits an entrtv
 of operations are translated using the average exchange rates prevaiing through- tu‘ make a quahta’mre assessmeni 0f whether itis more lrkely than not that a

- out the period, Translatmn gairis and losses are reported asa separa ',cnmpouent of
other comprehenswe meome (|oss) Aggregate cumu!atwe translatron Iusses were :
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reparting unit's fair value is less than its carmying value before applying the

two-step goodwill impairment model that is currently in place. If it is determined :

through the qualitative assessment that a reporting unit's fair value is more likely
than not greater than its carrying value, the remaining impairment steps would
be unnecessary. The qualitative-assessment is optional, allowing companies to-go
directly to the quantitative assessment. This update is effective for annual and
interim goodwill impairment tests.performed in fiscal years beginning after

December 15, 2011, which will require us to adapt these provisions in fiscal 201'3;; :

_however, early adoption is.permitted. We do not helieve adoption of this new

guidance will have a significantimpact on-our-consolidated financial statements.
In December 2011, the FASB issued ASU 2011-11, Balance Sheet (Topic 210),

Disclosures-abaut Offsetting Assets-and Liabilities; which requires companiesto . -

- disclose information about financial instruments that have been offset:and

. related arrangements to enable users of its financial statements to understand

the effect of those arrangements on its financial position. Companies will be

required to provide both net (offset amounts) and gross informationin

the notes to the financial statements for relevant assets and liabilities that are

- offset. This update is effective for us in our first quarter of fiscal 2014 and will

be applied retrospectively. We: do not believe adoption of this new guidance
will have a significant impact onour-consolidatéd financial statements.

» NOTE 2
DISCONTINUED OPERATIONS

For fiscal 2012, 2011-and 2010, all gams and losses on disposition, lmpalrment
charges and disposal costs related to the closure and disposition of Smokey Bones
~-and Rocky River Grillhouse: restaurants and closure of nine Bahama Breeze
restaurants in fiscal 2007 and 2008 have been aggregated to a single caption
entitled losses from discontinued operations, net of tax benefit in our
_consolidated statements of earnings and are comprised of the following:

o Fiscal Year
(in millons) Gl 12 20N 2010
Sales g $ - $ - §-
Losses before income taxes (1.7 (39). . (40)
Income tax benefit . . 0.7 1.5 1.5:
Net losses from L : D
discontinued operations , $(1.0) $24) 325

As of May 27,2012 and May 29, 2011, we had $5.6 million and $7.8 million,
respectively, of assets associated with the closed restaurants reported as
discontinued operations, which are included i in land, buildings and equ:pment
net on the accompanying conslidated balance sheets,

» NOTE 3
RECEIVABLES, NET

Receivables, net are primarily comprised of amounts owed to us from the sale

of gift cards in national retail outlets and receivables from national storage and
distribution companies with which we contract to provide services that are billed to
us on a per-case hasis. In connection with these services, certain of our inventory
items are conveyed to-these storage and distribution companies to transfer

ownership and risk of loss prior to delivery of the inventary to our restaurants.

We reacquire these items when the inventory:is subsequently delivered to our
restaurants. These transactions.do not impact the consolidated statements of
earnings. Receivables from the sale of gift cards in national retail outlets, national
storage and.distribution companies and our overall allowance for doubtful
accounts are as follows:

May 27, 2012 May 29, 2011

(in-mittions)

* Retail outlet gift card sales $33.4 $25.0
Storage and distribution 6.5 174
‘Mlowance for doubtful accounts 0.3) 03)

» NOTE 4

ASSET IMPAIRMENTS |

During fiscal 2612, we recognized long-lived asset impairment charges of

$0.5 miflion ($0.3 million net of tax), primarily related to-the permanent closure
of one Red Lobster, and the write-down of assets held for disposition based on
updated valuations. During fiscal 2011, we recognized long-lived asset impairment

" charges of $4.7 million ($2.9 million net of tax), primarily related to the permanent
closure of two-Red Lobsters, the write-down of another Red Lobster based on an_

eyaluation of expected cash flows, and the write-down of assets held for disposition
hased on updated valuations. During fiscal 2010 we recognized long-lived asset

~impairment charges of $6.2 million ($3.8 million net of tax), primarily refated to

the write-down of assets held for disposition based on updated valuations, the
permanent closure of three Red Lobsters and three LongHorn Steakhouses and
the write-down of two LongHorn Steakhouses and one Olive Garden hased on an
evaluation of expected cash flows. These costs are included in selling, general and
administrative expenses as a component of earnings from continuing operations
in the accompanying consolidated statements of earnings for fiseal 2012, 2011
and 2010, Impairment charges were measured based on the amount by which the

~ cartying amount of these assets exceeded their fair value. Fair value is generally
*determined based on appraisals or sales prices of comparable assets and estimates

of future cash flows.

-~ The results of operations for all Red Lobster, Olive Garden and
LongHorn Steakhouse restaurants permanently closed in fiscal 2012, 2011
and 2010 that would otherwise have met the criteria.for discontinued
operations reporting-are not material to our consolidated financial position,
results of operations or-cash flows and, therefare, have not been presented
as discontinued operations.
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')NOTEB e
LAND, BUTLD!NGS AND
EOUIPMENT NET ;

“The cnmponents of land, bun!dlngs and equmment net are as fol!ows o e

" Darden

: ,.?NOTE 8 S
: OTHER CURRENT LIABILITI ES

o The components m‘ uther cument !xahlhtzes are as follows

May27 2012 May 29 2011

- May 27,2012 May29 2011?‘ B

(mm:l/mns) . , i

Land oo § 8541 § 7996
~ - Buiildings e s 39597 36331
"‘Equipment , , 1,701.2  1AN3

" “Assets under capital leases oo 681 617

Construction-in progress RO o 1425 - 1557

“(/II{III//MIIS) o S :
: ;'Nnn-quallfued deferred cumpensaﬁnn plan ,i.;;.:j $201.4 = $200.1
- Sales and othertaxes = 60.6 ; 615

 lInsurance-related ', =t %2 386
 Employee benefits -~ 597 426 ¢
 Derivative Ilabllmes e 453 232

~Acoruedinterest 0. o ‘
"Z‘E,Mlsce!lanenus ; e %6 343

156 - 140

£x Tntal nther current ilabllmes

Total land, buildings and equipment” $ 6,725.6 $ 61574 S
Less accumulated depreciation and amornzatmn (2,758.3) (2 533 0)
Less amortization associated with assets iy
under capital leases P (16.0) P ,(12,4): S
‘Land, buildings and equn;imént, et $39513 $36220
> NOTE 6 o
OTH ER ASS ETS

The components of other assets are as follnws,:

il The cgmponents m‘ lnng-term debt are as follows

::',."'(IIHIIII![BI)S) Sl ainy

May 27,2012 LT o

(in millions) .
Trust-owned life insurance $ 689 $ 615
Capitalized software costs, net , 209 238
Liquor licenses 473 837
Acquired below-market leases, net 169 . 167
Loan costs, net : ' 153 - 122
Marketable securities ; 330 184
Insurarice-related ; T : 16.7 165
Miscellaneous . ‘ 128 109
Total other assets : $2318 $2097, s
» NOTE 7

SHORT-TERM DEBT

As of May 27, 2012, amounts outstandmg as shnrt term debt whnch consnst uf
unsecured commercial paper borrowings, hearing aninterest rate of 0.32 percent
were $262.7 million. As of May 28, 2011, amounts outstanding as short-term debt,

which consist of unsecured commercial paper horrowings, bearmg an mterest e j':‘ ‘afhrmatwe and  negative covenants nndudmg hmmwns on liens and subsidiary

- debtanda max1mum consolidated lease ad;usted total debt to total capitalization

rate of 0.30 percent, were $185.5 mlllmn

$454.4  $4093

> NOTE 9
LONG TERM DEBT

May 21 2012 May; 29,201

S 5595V senior notes due 0ctoher2012 o $ 3500 - § 300
~ 1.125% debentures due February 2016~ 100.0 1000
~ 6.200% senior notes due October 2017~~~ 500.0 500.0
 4.500% senior notes due October 2021 000 =
 6.000% senior notes due August 2035 1500 -~ 1500
- 6.800% senior notes due October 2037 f = 3000 3000
ESOP loan with variable rate of interest ;
- (0.5%at May 2, 2012) due December 2[]18 59 80
- Total long-term debt i $1,8059  $1,4080
 Farvaluehedge 32 31
- Less issuance discount (5.5) (4.4)
Total long-term debt less issuance discount $1,803.6  $1.407.3
-~ Llesscurrentportion. (3199) -
~$1.407.3

[.Long-term deht exciudmg current pnmon T

$1,453.7

’ Untll' Octuber 3, 2011 we mamtained a $7§B,ﬂ }niiixnn revolving Credit

'Agreement dated Septemherzﬁ 2007 (PerevolmgCredrt Agreement) with
o "Bank of America, N.A. (BOA) as adnumstraﬁve agent and the lenders and ather

agents party thereto The Prior Revnlmng Cred:tAgremnent was a senior unsecured
 credit commitment to the Company and contained customary representations,

e ratio of 0.75t0 1 00) and events of defauit usual for credlt facilities of this type. -

 The Prior Revalving Credit Agreement also contained a sub-limit of $150.0 million
for the issuance of letters of credit. The Prior Revolving Credit Agreement sup-
~ ported our commercial paper borrowing program and would have matured on -
- September 20, 2012, hut was terminated on Octaber 3, 2011 when we entered
~into the new credit arrangements described below and repaid all amounts that
L 'éwe,r’e'outstanding under the Prior Revolving Credit Agreement.
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On October 3; 2011 we entered into 2 new $750.0 million revalving Credlt

Agreement (New Revolving Credit Agreement) with BOA, as administrative agent

 and the lenders (New Revolving Credit Lenders) and ather agents party thereto. .
The New Revolving Credit Agreement is a senior unsecured credit commitment
1o the Company and contains customary representatrcns and affrrmatrve and

- negative covenants. (mcludmg limitations on liens and subsrdlary debt and a jf e
e Octuber 2012, $500.0 million 6.200 percent senior notes due October 2017 and

-~ $3000 mdllon b 800. percent senior notes due October 2037 are suhject to

- adjustment from time to time if the debt rating assrgned to-sueh series of notes

maximum consolidated lease adjusted total debt fo tetal caprtahzanon rati
(.75 t0.1.00) and events of default customary for credrt facilities of this type.

As of May 217, 2012, we were in complrance wrth the cevenants under the New j‘?‘ :
. s downgraded below a gertain rating level- (or subsequently upgraded). The
~ maximum adjustment is 2.000 percent above the initial interest rate and the
interest rate cannot be reduced below the initial interest rate: As of May 27,
: 2012 no adjustments to these rnterest rates had been made.-

Revolving CredrtAgreement ,
The New Revolvmg Credit Agreement matures on ﬂetoher 3 2016 and the

. proceeds may be used for ccmmercral paper back np, worteng caprtal and caprtal .

- expenditures, the refmancmg of eertam indebtedness, certain acgunsrtrons and
general corporate pUIPOSES. The New Revolvmg Credit, Agreement also contams a
S 2012 isincluded in current liabilities as current portion of Jang-term debt, which
~we plan to repay through the i issuance of Linsecured deht securities infiscal 2013.

sub-fimit of $150.0 million for the i issuance of letters of credrt The bcrrowrngs

and letters of credit obtained under the New Revolvmg ﬂredrl Agreement may he ‘,
' denomrnated in U.S. Dollars, Euro, Sterling, Yen, Canadian Dollars and eachother
. entlrely at matunty with: mterest being paid semi-annually over the life of the

currency approved by the New Revolvmg Credit Lenders The Company could”
“elect to increase the. cnmmrtments under the New Revelvmg Sredrt Agreement

by up to $250.0 million (to an aggregate amount of up to $1.0 billion), subject o

* the Gompany uhtammg commltments from new and existing lenders for the
addrtronal amounts. Sl .
Loans under the New Revolvrng Credrt Agreement bear mterest ata rate

' of LIBOR plus'a margin determined by reference to ratings-hased pricing gnd '

prime rate or the Federal Funds rate plus 0. 500 percent) plus the Applicable -

Margin. Assuming a “BBB" equlvalent credrt ra’nng level, the Apphcable Margrn :
under the New Revotvrng Credit Agreement will be 1.075 percent‘fcr LIBOR loans
+-and 0.075 percent fcr base rate loans. We may alsa request that leans under the

; New Revolving Credrt Agreement be made at mterest tatesa?fere
‘more of the New Revolvmg Gredit Lenders, whrch may eatytrem the

base rate, for up 0 $200 0 mrlhon of borrowmgs The New Reuolvmg‘credrt - :frssue and sell $80.0 mdhon unsecured 3.190 percent senior notes: due in August

Agreement requires t that we pay a facrlrty feeonthe tntalamcunt of such facility ::i : 2819 i $220 0 mrlllon unsecue q 5 00 percent senior notes due August 2024
S : (collectrvety, the “Notes") pursuant tothe. provrsncns of a Note Purchase Agree-
~ment among us and the purehasers named therein: The sale-and purchase of the -
: ,,fﬁNotes will accur at a closing in August 2012, We intend to use the net proceeds
frem the offermg of the Notes for the repayment of existing indebtedness, and for
. ether general corporate: purposes The Notes were offered in a private placement
% transaction exempt from the SEC. regrstratron requirements. The Note Purchase
e Agreement ccntams customary representatmns and aﬁlrmatwe and negative

- covenants (meludmg limitations on liens and a provision permitting a maximum

'pnonty debt of 20 percent of consotrdated tangible net worth, as such terms are

 (ranging from 0.125 percent t00.250 percent, based on ou redit ratmgs).

: As of May 27,2012, we had o outstanding balances under the New Revolving
o Credit Agreement. Asof May 97, 2012 $2627m1 fion ntcemmercral paper and £
<+ $70.9 million-of letters of credlt were outstandmg, which were backed by this

facility. After consideration of commerclal paper and letters efcredlt baeked by

 the New Revolvmg Credit Agreement as of May 27, ?OIZ we had $416 U} mrlhon ;

of credit available under the New Revcl\nng Credit Agreement
Bn Dctoher 1, 2011 we rssued $400.0 mrlhon aggregate prmclpal amount

of unsecured 4,500 percent senior notes due October 2021 (the New Senior Notes) v

under a registration statement filed with the SEC on October 6, 2010 Discount deflne d thereln) The Note Purchase Agreement also contains events of default

and issuance costs, which totaled $5.1 million, are being amortized over the term:'_ e

of the New Senior Notes using the straight-line method, the results of which
approximate the effective interest method. Interest on the New Senior Notes IS
payable semi-annually in arrears on Aprit 15 and October 15 of each year, -

iny hole or frnm trme tn trme in part at the principal amount plus a make-whole

emrurn If we: exnenence a change in control tnggering event, unless we have

;pr cusly exercrsed our nght to redeem the ‘New Senior Notes, we may be required

: ase the New Senior Notes from the holders ata purchase price equal to
101 percent of their prmctpal amount plus acerued and unpaid interest.
The interest rates on our $3500 mrlhon 5.625 percent senior notes due

Our $350.0 million of unsecured 5. 625 percent senior notes due in October

All of our Inng-term debt currently outstandmg is expected to be repaid

debt. The aggregate matuntres of long-term debt for gach of the five fiscal years

isubsequent tc May a, 2012 and thereafter are as follows:

e "(mmrllmns} A
-~ Fiscal Year .

, i 2o1’4
(Applicable Margm) or the base rate (which is defined as the higher of the BOA

'. i b e e ] Amount
2&1.3_ e ’ $ 3500
w15 e o _
2016 1000
017 , S -
Thereafter 13559
,$1,805.9

. fl;ong‘-term debt o f, k

Suhsequent to our fiscal 2012 year end on June 18 2012 we agreed to

stomary for agreements of this type (with customary grace periods, as

.~ applicable), ncluding nonpayment of principal orinerest when due; material

orrectness o of representations and warranties when made; breach of covenants;

S hankruptcy and insolvency; unsatisfied ERISA obligations; unstayed material judg-

commencing Apnl 15 2{“2 We may redeem the New Senior thes at any trme o ment heycnd spectfred pennds and default under other material indehtedness.
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>NOTE10 e
DERIVATIVE INSTRUMENTS g
~AND HEDGING ACT!VIT!ES '

We use financial and cnmmedrtres denvatrves te manage rnterest:rate equrty
based eempensatmn and ccmmedrtres pricing and foreign: currency exchange
rate risks rnherent inour business operations. By using these struments, we -

“expose aurselves, from time to time, to credit risk and market risk. Credlt rrsk rs

the failure of the ceunterparty to perform under the terms of the derrvatrve

contract. When the fair value of a derivative contract is ppsrtrve g ecunterparty:
owes us, which creates credit risk for us. We minimize this cred risk by entering

into transactions with hrgh—quahty counterpartres We currently o not have. any'
provisians in our agreements with ceunterpartres that would require either party

to hold o post collateral i in the event that the market value of the related denvatlve :

instrument exceeds a certain limit. As such, the maximum ameunt of loss due o

counterparty credit risk we would incur at May 27 2012 if counterpartres 10 the el

derivative instruments farled ccmpletety o pen‘nrm weuld approxrmate the va!ue

of derivative instruments currently recognized as assetsin our consolidated balanr;e' S

Sheet Market risk is the adVerse effecton the Value Uf a fmanclal mstrument that : : furenasted 'mterest paymenis These ﬁenvatwﬂ mstmments Were des|gnated as

cash flow hedges These rnstruments were settleﬂ at the issuance of the New
~ Senrer Notes f Or a cumulatrve Iess of $537 mﬂhon Of the cumulative: loss,
‘;$52 6
and will be reclassrfred mtu earnrngsas anadrustment tu mterest expense onthe
iNew Senior Notes or  similar debt as incurred. :

* results from a change in interest rates, commatity prices, or the market price of
our comman:stock. We minimize this market risk by estahhshrng and menrtenng ,,
parameters that limit the types and degree of market risk that may be undertaken -

The notional values of our derivative contracts desrgnated as hedging

instruments and derivative contracts not desrgnated as hedgrng rnstruments :

are as follows

(in millians)

, May 2'7, 2012 May 28,2011 .
Derivative contracts designated as RSN
hedging instruments:

Natural gas v $ 11
Other commodities Reks 76 ;
Foreign currency e 194 207 i
Interest rate locks .~ At - 1500
Interest rate swaps =~ 5500 3500
Equity forwards e 27 180
Derivative contracts not designated as S
hedging instruments: , S e
Natural gas e . $ ~ %11
Other commodities - 12

Equity forwards : 500 - 240

We periodically enter into natural gas futures, swaps and eptipn centraets :
(collectively “natural gas contracts™) to reduce the risk of variability in cash flows

assaciated with fluctuations in the price of natural gas during the fiscal year. For :

a cerfain portion of our natural gas purchases, changes in the price we pay fer :
natural gas is hrgh!y correlated with changes in the market price of natural gas

For these natural gas purchases, we designate:natural gas contracts ascash flow -

- hedging instruments. For the remaining pnrtron of our natural gas purchases

changes in the price we pay for natural gas are not highly correlated with changes ‘f o
inthe market price of natural gas, generally duetothe trmrng of when changes L

‘in the market prices are reflected in the price we pay. For these, natural gas

333'

.- Darden

s 2 'purchases, we utrlrze naturat gas contracts as economic hedges. Qur natural gas
L fcnntracts eurrentty extend thrnugh September 2012, %

We perrodleally enterinto. ether commodity futures and swaps (typrcally for.

k : .snybean oil, mrlk diesel tuel gasnhne and Btstter) mrednee the risk of fluctuations
~inthe price we pay | for these cemmedrtres, which are gither used directlyin our
: ’restaurants (r g, . ass IEE mrlk eerrtraetsfor cheese and snyhean od forsalad

We perrndrca!ly enter mte fnrergn curreney ferward enntracts ta reduce the

: ‘;nsk of ﬂuetuatmns in exchen e ratesspecrf cally related to forecasted transactions
i eur payments made ina fcrergn‘currency gither for commodities and items used

etly in our restaurants or for forecasted payments of services. Qur foreign

currency forward contracts currently extend through May 2013,

W entered into treasury-lock derivative instruments with $300.0 million of
'nptrenal vatue to hedge a portion of the risk of changes in the benchmark interest

- rate pnor tothe | issuance of the New Senior Notes in the second quarter of fiscal -

esin the henchmark interest rate would cause variability in our

n was reeerded in accunmlated ether cumprehensnre income (foss)

We entered into fﬂrward startmg interest rate swap agreements with

Rt f$300 0 million of notional value to hedge a portion of the risk of changes in the
benchmad< interest rate assncrated with the expected issuance of long-term debt
~torefinance our $350 0 million 5,625 percent senior notes due October 2012, as
o changes in the henchmark interest rate will cause vanabdrty in-our forecasted -
= 'mterest payments, These derivative instruments are designated as cash flow hedges,

* We entered into interest rate swap agreements with $250.0 million of notional

5 i\ralue to limit the risk of changes in fair value of a portion of the $350.0 million
< bl 625 percent senior notes due October 2012 and a portion of the $400.0 million
- 4500 percent senior notes due October 2021 attnbutahle to changes in the
0 "’benchmark interest rate, hetween meeptren of the rnterest rate swap agreements
-and maturrty of the related debt. The: swap agreements eﬁecttvely swap the fixed
~ rate obligations for ﬂeatrng rate ohhgatrens, thereby mltrgatmg changesin fair

e - : value of the related debt prior to maturity. The swap agreements were designated
~ asfairvalue hedges of the related debt and met the requirements to be accounted
- for under the shert—cut method, resulting i in no ineffectiveness in the hedgmg

i relatrunshrp Dunng fiscal 2!112 2011 and 2010, $3.3 million, $3.6 million and -
- $34 mrlhon respectrve!y, was reeorded as. a rednctrcn to rnterest expense

related to the net. swap sett!ements : ‘

We enter into equity forward ccntraets to hedge the risk ef changes in

~ future cash ﬂews associated with the unvested, unrecognized Darden stock

units. The equity forward contracts will be settled at the end of the vesting peri-

ods of their underlying Darden stock units, which range between four and five

years. The contracts were initially designated as cash flow hedges to the extent

: 'Ethe Darden stnck units are unvested and, therefore, unrecognized as a hahrhty in
: oour frnancral statements As ef May 27 201 2 We were party to equrty forward
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contracts that were indexed to 1.1 million shares of our common stock atvarying
forward rates between $2757 per share and $45.66 per share, extending through.
August 2016. The forward contracts can only be net settled in cash. As the -
Darden stock units vest, we will de- demgnate that portion of the equity forward
contract that no lunger qualifies for hedge accounting and changes infair value
associated with that portion of the equity forward contract will be recagnized i in
cufrent eamings. We periodically incur interest on the: notional value of the contracts
and receive dividends on the underlying shares. These amounts are recogmzed
currentlyin earnings as they are incurred,

We entered into eduity forward contracts to hedge the risk of changes in

- future cash flows associated with recognized, cash-settled performance stock

units and employee-directed investments in Darden stock within the non-qualified
deferred compensation plan. The equity forward contracts are indexed to 0.7 million

- shares of our common stock at forward rates between $23.41 and $50.19 per
-~ share, can only be net settled in cash and expire between fiscal 2013 and 2016,
- We did not elect hedge accounting with the expectation that changes in the fair _

value of the equity forward contracts would offset changesin the fair value of
the performance stoek units and Darden stockinvestments in the non-qualified

- deferred compensationplan within selling; general and administrative expenses

in‘our consolidated-statements of earnings.

The fair value of our derlvatwe contracts dessgnated as hedgmg instruments and dertvatlve contracts that are not designated as hedging instruments are as follows:

Balance

" Stiegt : Derivative Assets Derivative Liabilities
(in millons) Location May 27,2012 May 29, 2011 May 27, 2012 May 29, 2011
Derivative contracts designated as hedgmg mstruments S
Commadity contracts , S $0.3 $0.1 $ (0.9) $ -
Equity forwards , , , : ey 0.9 04 - -
Interest rate related e ; A SR 3.2 36 (44.9) (23.2)
Foreign currency | futwards ‘ ' o 0.5 08 - -
L ' $4.9 $a7 $(45.3) $23.2)
Derivative cantracts not d931gnated as hedgmg mstruments _
Commodity confracts L 0 $ - $06 $§ - $ -
Equity forwards - = R oA 1.9 05 - -
ﬁ e ' $1.9 $1.1 § - § -
Total derivative contracts. $6.8 $5.8 $(45.3) $(23.2)
(1) Derivative assels and liabilitios are included in receivalles, net, prepaid expenses.and ather cirrent 485615, angl aﬂwf current liabilifies, as applicable; on our consolidated halance shests,
The effects of derivative instruments in cash flow hedging relationships on the consolidated statements of earnings are as follows:
Amount of Gain (Loss) : Lucatiuh of Gain (Lbss) - Amount of Gain (Lass) Location of Gain (Loss) Amount of Gain (Loss)
Recognized in AQCI Reclassified from AGCI -~~~ Reclassified from AOCI Recagnized in Eamings Recognized in Earnings
(in millions) - (Effective Portion) “to Earnings -t Earings (Effective Portion) - - . (Ineffective Partion) (Ineffective Portion)
Fiscal Year .- ' Fiscal Year Fiscal Year
: 2012 - 20117 2010 2012 . 2011 2010 - 2012 2011 2010
Commadity $ (22§02 sy @ $(1.7)  $(09) $(38) o $ - 8§ - §-
Equity (7). 28 39 ) - - = @ : 0.6 02 03
Interest rate (15.2) (122) (17) Interest; net (29) 071 05 Interest, net (0. 7) (15 5) -
Fareign: currency 09 (0D 13 @ 08 .04 11 O
- $(77.2) $ 89) $(46) $(38) $02 $Q2 $(0.1)  $(0.3) $03

(1) Generafly, all of our derivative fnstruments designated as cash flow hedges hﬁve sama Jevel 0f /ﬂamweness, wllmll is remyn/zed wzrfa/lﬂy i earmings. Ilﬂwemr as these amounts are generally nominal and mfrcaml/dm financial statements are

prasented “in milians, ™ Hese amounts ey agpear as 261 in s tabular presentation.

(2) Location of the gain (loss) reciassilied from AL/ to earnings as wel/ asthe gain (Iﬂss) rmyﬂ)zed in Bammgs for Ille me)?amve poman of the hedge i IS food ant ﬂevmye 40515 201 TeSIailrant EXpenses, Which are componsnis of cost of sales.
(3) Location of the gain (loss) reclassified from ADGI 10 earnings as wel/ asthe ya/n ﬂass) recognizet in eammys for the meflactlm 0o of the hedge is restairant labor expenses, which s & somponent of cost of safes, and saling, general and

administrative Xpenses.

(4) Location of the gain (1055) reclassifi M from 406! 1o earnings as well as the gain (Iass) reﬂaymzad i gamings fnr the me/[eme portion of the hedyge is food and ﬁmraye 0osts, which is:2 companent of cast of sales, and selling, general and

administrative exp@lrses
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- The effects of denvatwe mstruments in falr value hedglng relatmnshlps on the censolldated statements of earnings are as fullews k
Amountofﬂaln (Lass) L ,l.ncatmn efGaln (l.oyss)» : Hedged ltem_ s AmeuntnfGam (Lnss) “+ Location of Gain (Loss)
. Recognized in Earnings + + - - Recognized in Eamings -~ inFair Value Recognized in Eamings on Recognized in Earnings on
(n milions) . et * onDerfvatives " &0 onDerivatives .-~ Hedge Relationship. " - Related Hedged ltem .~ Related Hedged ltem
B R e Fiscal Year .
B : et om0 N2 01 200
Interestrate - $(04) $02 $34  Interestmet - Debt S04 $(02) $(34)  Interest,net

The effects of denvatlves not demgnated as hedgmg mstruments on the eonsehdated statements of earmngs areas fnllows

Amount of Gain (Loss):Recognized in Eamings

: : . e : . aneﬁonufﬁaiu (Loss) ' ' ] : s Fiscal Year
(inmillons) o v S L Recognized in Eamings 2012 2011 2010
Commodity contracts e . Costof sales® $(7.9) $0.6 $(0.2)
Equity forwards : , St Cost of sales @ 2.3 33 22
Equity forwards ot PR, 'Selling, general andfadministrative 6.0 33 13

$ 0.4 $72 - §$33

(1) Location o the yain (oss) recagmized i earmings is f6ad and beverage costs and /estaura/l? aupanses, Whioh are companenis of eost :7/5319;’ .
(2) Lucation of the gain (1oss) recognized 17 earnings s rastatrant b expenses, whish s & component of s0stof sals.

Based on the fair value of our derivative instruments designated as cash flow hedges as of May 27, 2012, we expect to reclassify $7.4 million of net losses on derivative
instruments from accumulated other comprehensive income (less) to earnings during the next twelve months based on the fiming of our forecasted commadity purchases
and maturity of equity forward and interest rate related instruments. Hewever the amuunts ultlmately reallzed in earnings will be dependent rmthe falr value of the cnntracts
on the settiement dates. ~ ~ : '

3 NOTE 11
FAIR VALUE MEASUREMENTS

The fair values uf cash equivalents, receivables, net, accounts payable and short—term debt appmmmate thelr carrymg amounts due to their short duration.

The following tables summarnze the lalr values of financial mstruments»mezas’ur,ed; at falr value on a recurring basis at May 27, 2012 and May 29, 2011:

ltems Measured at Faxr Value at May 27, 2012

P Quoted Prices in Active Market Significant Other: Significant -~
, .- Fair Value of Assets - forldentical Assets (Liabilities) -~ Observable Inputs’ R Unobservable Inputs
(i millions) : . e (Liabilitiesy < {Level 1) : {Level) (Level 3)
Fixed-income securities: F
Corporate honds ‘ $ 145 $ - $ 145 $ -
- U.S. Treasury securities © : 133 133 - -
Mortgage-backed securities® -~ ‘ 99 - 99 -
Derivatives; '
Commodities futures, swaps & opt:ons ® = (0.1) - 0.1) -
Equity forwards ® , 28 - 28 -
Interest rate locks & swaps® v #@.7 - 4.7 -
Foreign currency forwards © N 0.5 - 0.5 -

Total R B $ (08) $13.3 3(141) $ -
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< dtems Measured at Fair Value at May 29, 2011
e Gurned Pnces in-Active Market Significant Other Significant
: G Fair Value of,Asysets;, for Identical Assets (Lrabrlmes) “.7 = Observable Inputs Unobservable Inputs
(in milons) : S : (Liahilities) = . e (Levell) : T ~(Level 2) (Level 3)
Fixed-income securities: Y S e e e
Corparate bonds @ , cr e R 8- $166 $ -
U.S. Treasury securities® S e a L e -
Martgage-hacked seeurrtres‘” L (S e e e 48 P
“ Derivatives: . ; ' s ', loamie LR e :
Commudrtreslutures swaps&optroes e (R 07 ‘} Seina e Sl R 0T s -
© Equity forwards @ - L ; , R e e e L e _
Interest rate locks & swaps® x S (196) R R (196) =
Furergncurreneyfenrvards(B e ,," 08 s 06 -
Total o = $‘147 f, ey $10e- e S $ -

(1) The farr value of th8sa sauuiities is lrased rm e elnsmg marlretpr/r;es of rhe mvestmenrs r/lren a,vplmal)/e o, altemaﬂre/y ralmﬂirs utrl zrrrg marlret dara and-other olrserva/}le rzz,rws -inclisive ume nslrﬂm:welfvnmm
2T fa/rralv/e o our S, Treastiy Securitis i 1s hased onhe closing mar/rerprrees : 3 : ;
(3): The fair valrre ofour rummad/tres faturés, swaps ant i nptmns 15 based on elosing market prrees o e rantrec&s mr;/usrre n/ the nslr uf ﬂanperfnrmanre
4) Thefairvalue eraurel]wtylorwards s based an the rlasmy marktvalue afﬂmleﬂ Stoek; meluslve afl/re ﬂslrafnanperfurmem x ‘ =
(%) The fair value of our intarestrate lock and swap ayreemem s hasetan er/rre/rt and expected marlet mleresl 1a(es; /rmlrrsrve of m Tisk af rmrrperfunnanee e
(8) Phe fair value of aur fore/yrr currenty. fnrward oAt is basmi on Ihe r/asrny Torwar] wmlrarrye marlret pnres, inahisive flre fisk vt narrperfunrralwe :

7 The earrylng valug and fair value uf Iong-term debt, mcludmg the amounts mcluded in current ||ab|lmes, asof May 21, 2012, was $1.80 billion and $1.99 billion,
respectively. The carrying value and fair value of long-term debtas of May 29 2011, , Was $1. 41 billion and $1.56 billion, respectively. The fair value of long-term debt is
determined hased on market pnees o, if market prrces are not avarlable the present value of the underlyrng cash flows drsceunted atour incremental borrowing rates.

The follnvvmg tahle summarrzes the farr values ef nun—frnaneral assets measured at farr value ona non—reeumng hasrs at May 21,2012:

: ltems Measured at Fair: Value - :
Quuted Prrces in Active Market - - Significant Other . Significant

: - i e Fairllalue . for dentica Assets {Liabilities) =~ Observable nputs -~ -~ - Unobservable Inputs
(i milions) EE S Sl e o Assets el e (level (Level 3)
Long-lived assets held for disposal © $3.2 $ - $ - $3.2
Long-lived assets held and used(” e 0.7 - - 0.7

) Iy aceordines Wi r/re provisions o A5G Tapm 360 Pra/zerry Flant aml Eqarpmerrz rlvr/rrg ﬂscal 2ﬂ12 Iorrg lrverl assets /reld fv/ drsposel rv/rlr i cerrymy amvaﬂt af 5‘3 5 million Here wnl!endown 1 tﬂm&vmﬂeaﬁa‘%mﬂm aaseri o a review of comparatle
. 485gls, resilting in-an r/ﬂpa/rm/rl rﬂarye af M H /rrrllmrr w/zm/l Wig mr/md i Iasses lram wsca/rtr/med a/wratmns

- (2} In avoordance withthe ;rmwsmﬂs af/lSL‘ foprr; 360 l’m/mn}/ Plarr{aml Eqummeﬂz dur/ﬂy ﬂsral 212, llmg /;ved assels Imlr} arni user| mlllaearrymy amrrnmf&l Imrllron W wnmdmmzlmrfmalue 013071 lmlf an,ﬂasedmrewwafmmreﬂ/e
o assel, resrr/zmyman/mpa/rme/rrriralye1)fl’04m1//mﬂ w/r/vlrwasmrlvderimeammysfmmranﬂnmnyvpemlrrms Sl ; i

'lhe folluwmg tahle summarrzes the fair values uf non-fmancral assets measured at farr value on a non—recurnng basvs at May 29, 2[}11

tems Measured at Farr Value .
R Quoted Prices in Active Market -~ -Significant Gther Significant
. it : Fair Value - for ldentical Assets (Liabilities) - Observable nputs Unobservable Inputs
(in millions) § et ofASSRES e  Level 1) (Level 2) (Level 3)
Long-lived assets held for disposal @ sl T e $ - $4.4
Long-lived assets held and used® ; Foald s R a : = 0.7
Total , B N R $5.1

(1) In acgordance with the /rrur/rsmrrs 0486 l’rr/rm 360, Property, Plant. and Equipment, during fiséal 2011, Iony Irred 255605 /re/ri for disgosal Witk a earmrry amountdf 6'7 Omilion Were witen doMn o thei i value of, 34 4 million, llaserl 00 3 reyiew of comparable
asats; resulting inan impaitment charge of $2.6 million, of which $1. 9 milion was included in earrrmgs l‘ram mrtrmlmg 0perarmns and S0, mrl/mn was intfuded in fosses from: disgontinied vﬂeratms

(2) In agsordance with the provisions o7 ASE. Topic 360, Progerty, Plantand. Eqrr/p/mz during fiscal 2011, Iong-lived assels /mlri ant vsed with 2 ranyrrry ammt of, SZ g rmllmn Were wiitten rlowrr 1o their fair: va!r/e of 0, 7 ‘million, based on 2 review of comparable assels,
: msulﬂngm n /ﬂl/ra/ﬂnerrtr/mrye nfSZlmrll/vrv Which was included in eammvsfmm continving rzperafrons Lo : -
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nsohdated F mancla :tatements

on m‘stnskholders eqmty;; \ o

; , ur secunttes that qua lfy és availabl

W

’as!ahl&—fer—saie securmes :

rnings mclude msugmﬂcant reahzed ge
: b!ey-fpr—_sa]iey secuntn,es ,At,Ma‘y 21,
ur-availableffur-Sal'eset:ur'rtieﬁja’re as follc

S s Sharés ;
‘ $3751 -

hisAgreemen ( ated Ma"i 20
ane right o purchase 0 one thnusandth m‘ a share of e

tqmrmg numpany) tn're ive, U
: a;;qmrmg compaﬂy havmg 2 vaiue equal o

/ACCUMULATED OTHER COM
The ampnnents of accumu!ated 0ther comare

caled Gains { Losses) - Beneft Pin :
onDerivatives: Funding:Positian
$ 1 sy
6D -
' $<553 .

Umea!tzed Eam
on Marketable

Foreign Surrency
- Translauun Adjustment

Balances at May 38 2010
‘Gam (loss) :
Reclassification realized in net eammgs v
 Balances at May 29, 2011 '
ﬁam (luss) ~ v
F classmcatmn realized in net eammgs .
- Balances at May 27, 2012

,’ ,3[49.7,)_ . 3(95.7)_  .
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L Bapxtahzed mterest was computed usmg our average horromnng rate.
- interest pald net of amnunts capﬁahzed was as fﬂﬂawsf v

An analyms of rent expense incurred related 10 restaurants in contmumg - oy

operations is asfolluws = :Intere’st p’am, net'n’

"Fisca} Ver

Wi 2 A Mo Jf_} NOT
Restaurantmmlmum et $1309 1206 $1L7
Restaurant percentage:rent ' 56 . 53 5% - -
Restaurant rent averagingexpense 128 111 100 Tota[ | ot taXIEXHense was allocated as follows:
Transportation equipment . 32 33 e e e
Bﬁrceequmment - 06 .o oogge o _ Fiscal Year
o 10 08 45 '(mm,m; o g 2010

0.6 ' mgs\,fmm continuing operations ~ $161.5 $168.9 $136.6

’  from discontinued operations (0.7 (1.5) (1.5)
1 Iconsohdated mcome ia,x exaense $1 sn 8 31674 $¥35.1

~ The annual future lease commitments under capital lease obligations and
noncancelable upuratmg leases, mc!udmg those related to restaurams repnrted as
discontinued ﬁperatmns for each of the five fiscal years subsequent to May 27
2012 and ‘thereaﬂer ts as follows : ~

e The compunents of eammgs befars" neme ta;azs frmn unntmumg operatmns

‘ E?S”gallw{(sea;, o o Capial o Operatng - Golomg - 281(]
2013 . ' %1515 Earnings from cont ~ P
ot -  before income taxes b

a0 = 1::35345” /
wE  tus  Ceab - e
017 e ‘:vvan{mngsfmm contmumgﬂpera ons -
Thorsaftler . . 395 beforeincome et ~ $5438

 Total future lease commitments ' |

- 39368 j!ncumetaxes
$970  $1219  $1265

tate and local %0 175 287
‘Cagada.. 2.4 0 0.1

- SIC\Obhgatmm under naprta! !ease

netof current maturifies $544 ;  Totalcurent  $1254 - hms $1553

m_________________ . Deened (prmcmaﬂyUS) - e

, o .. ‘(lﬂlﬁ)

> NOTE 15 . e mp L

o o - Total incqmg,tax T S1%5

Thecompanentsufm:teyrest,nye:t,arejasfufluws: . ; ’ e S

o e howeem

(o) s e e .
terestepense - Sw27 87 SBT L. o

Imputed interest on capltalleases 37 38 o F e -
 Capitalized | mterest : . (39 o oan ﬂcnme\‘axevsvpal‘ 948
 Interestincome (0.9) W

Interest, net 81016
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he following table is a reconciliation of the U.S. statutory income tax rate - For 8‘ fedemt mceme tax purposes, we participate in the lntemaf Revenue
our S.‘federal income

e theb effective income tax rata from contmumg uperatmns mcluded in the . f,f Semce s ( RS) Bnmphanc Ass
/ ~,'acc0mpanymg cnnsohdated statements nfeammgs e -

ﬁscal Year' .
2012 o

ik US statutory rate - 35.0%
State and local income taxes,
net of federal tax benefits 25
 Benefit of federal |ncumetax credtts - (M)
Dtheriet E (1.1)
- Effective income tax rate, ____ 25.3%

2014 Income tax ret ysta and| Fucai gavemments
 generally years after the retums are filed. These retumns could be subject to
material adjustments or di ffering interpretations of the tax laws. The major
ons in which the Company files income tax returns include the U.S.
federal Junsdmtmn Canada, and most states in the U.S. that have an income
i tax thh a few exceptions, the Company is no Ionger subject to U.S. federal
2012, we had gross unrecognized tax benefits of $15.7 mrlim " income tax examinations by tax authorities for years before fiscal 2011, and

~ which represents the aggregate tax effect of the differences between tax retumi ~ state and local, or non-U.S. income tax examinations by tax authorites for years
 positions and benefits recognized i inour cunsolxdated financial statements, all -

of which would favorab!y affect the effective tax rate if resaived in uurfavur : =
 Areconciliation of the heginning ami endmg amount of unrecngmzed tax -

beneflts follows
(nmr/lwf/s) ’ . . . -
: BalancesatMay29,2000 e
~ Additions to tax positions recorded duﬂngthe currentyear R
 Reductions to tax positions due to settlements with taxing authontses ) - o e
- Reductions to tax positions due to statute expiration 60 oy - 27,2012 May 29,2011
Balan‘ces at May 27, 2012 _._...____._§1§7_ Accrued liabilities = . $659 § 462

~ Compensation and empinyee heneﬁts 2212 1936
Deferred rent and interest income 613 551
| Other 234 159
i and administrative expense, Interest expense assnclated with unret:ngmzed tax.  Gross deferred tax 333913 : . s3ns  §3108
benefits, excluding the release of accrued interest related to prior year matters Trademafks and other acquisition related intangibles  (175.3) (1 18 ﬂ)

due o settlement o the lapse ofthe statute of Inmrtatmns was as fuiluws ~Buildings and equipment (363.3)

o »Capttahzed software ané - (1s1)

: G v F;scal Yeur ~ Ofher ‘

(i millons) : M2 Wil 00 $(560.2)

Interest expense on unrecognized - :
tax benefits - S04 $16 ', r:f$2.5' :

At May 27, 2012, we had $1.7 million accmed for the payment m‘ mterest -
associated with unrecngmzed tax benefits.

tempurary diﬁerences iaecnme deductlble We:cunm fert e scheduled reversal
 of deferred tax Jiahilities, projected future taxable income and tax planning
trateg;es:m makmg this assessment. ,
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eflt pensmn p!ans whmh have been frozen,

of service and compensatron factors:and fora
,niy mves’md in .S, International, and private
essary onan actuarlal bas:s to provide f for benefits
i@arnal,Revenup Code (IRC), as amended by the '
nefits toour *,a!aned retlrees Fundmgs related

ere. as folinws

- ﬁscal Year

ppmxnmate]y $1 0 m;llmn tn uur postretlrement

he d|fference hetween the fair value of the plan
of accumu ated ather comprehenswe mcome

' (Iuss), net ottan

The fnlluwm ded status nf the p!ans as nf May 21, 2012

- ,Post,retifement Benefit Plan
o2 o0l

$270

. Unfunded status at end of period .




G n texpense fur is

 Discountrate

ected long-term rate of retum on plan assets
Rate affuture compensaﬂon mcreases -

ssafte o affisca/ ar
#50710e Begining ol foal year. -

o DardériReé ur

2012 Annual Report.
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\ , Investments in rea! estate secunttes tnilow different strategies desngned to
Vi eld of | gh-o atuy f;xed-mcome del o maxrmlze returns, allow for dwersltwatmn and prewde a hedge against inflation.
with lives that apprexsmate the maturity of the elan beneftts The expected tong- - Our current pusmenmg is neutrai on amestmeetsty between value and growth
 termrate of return on plan assets and health care cost trend rates arebased cnmpames and large and small cap ftar ne: aetuai asset fund
_ upon several factors, including our historical assumptions compared with actual its d
. resu!ts an analys;s of current market conditions, assetfund altocatmns and the =
views of feading financial advisers and economists. -
. For fiscal 2012, Zﬂﬂ and 2010, we have used an expected Ieng-term ratey' -
' of retum on plan assets forgur defined beneﬁt plan of 9.0 percent. ln developing fu
~our expected rate of return assumptmn we have evaluated the actua{ historical.
- performance and Iong—term return projections of the ptan assets, whmh give
_consideration to the asset mtx and the anticmated ttmmg of the pensmn plan -

- Aquarter pe rcentage pemt change in the defined henefit plans’ discount rate and
. the expected Ieng-tarm rate of retum en pian assete would increase or decrease

tncludes setting Ieng-term strateguc tafgets Our uverall mvestment strategy xs .
b achieve appropriate diversification through a mix of equlty investments, whlch -

 may include U.S, International, and private equities, as well as lang duraton =~~~
: bunds and reat estate mvestments Our target asset fund atlecatmn is 40 percent ) -

s ; the asset ctass welghtt Itewed o vanj Eqmty seeurmes mternatleeal equmes $[).4‘milliun,,respectiv
anctﬁxed—mcnme securntles xncfude mvestments in various mdustry sectors - ;rettrement heneﬁt ehhgatmn by 5fe11

nefit custby $0.5 million ami
crease the accumulated post-
5.1 mmtee, respecﬂvely :
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- Darden:

ent BeneftPlan

’ - (riions)
. Service cost

* Interest cost

- Expected retum on plan assets

_ Amortization of unrecognized prmr serwce cost
' :','Recogmzed net actuanal Ioss ‘

 Spiemt
- Unobservable Inputs
 (ewld

Hﬂﬂlgr‘ .

. 'amr/io’ns) i

- Fquity:
iy Cummmgled Funds 0 $ 80.5 § - $ 805 $ -
International Commingled Funds® 268 - 26.8 ~
Emerging Market Commingled Funds® 11.3 - 13 -
Real EstateCommmgled Funds“‘ - 10.0 - 10.0 -

Fixed-Income: -

US. Treasuries® 20.0 200 -
US. Corporate ¢ Securities® , - , 317 - 31.7 -
 International Securities® 2.7 - 2.7 -
~ Public Sector Utility Securltles . 104 - 104 -
Cash&Acoruals .. 4.1 41 - -

- by the investmen; managers w/lmh are based on dhe air value 0ftlle undedymy/msmrem Tllemare.'m rﬂn‘ﬂmp!/mmsnmw/z.s'ﬂssaclmd W;fi) msmm

(4) Real estate commingled fungs are comprised ofmmstmem it funds thal pz/mhm pﬂb/il:ly rated common stock ol real estate saawmeslam
Which ars hased on the fa/r valie of the underlying mms[mﬂzs There are o redemption resfm:rmns assmatad mm b‘lese funds,

@ ﬁxetl JIR0E SEGUTTTeS e comprised afmvemenm n gavammentﬂnd wr/mraw #ebtsewnaas These set:w/ﬂes ae ya/m lz'mm
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. ltems Measured at Fan Value: at Nlay 29

o L UuutedPrmesmAcnveMarket .
 FairValueof Assets . fnr !denttcalAsse:s (hahlimes) e

an .

(nmilions). - . ,:V(Liabi!iﬂes) (Level‘l)
By - " '
s &lntemat:unalm o - $379,,~.,
s Mutual&(}ummmgled Fimds - -
~ Developed: MarketEqultyFund - . 14y
_ Emerging Market Equity Funds® ~~~~ §8
_ Private Eguity Partnerships® 75§

Private Equity Securities® -

 Fixed-lncome: - _ @
 Fixed-income Securities® .. 432'
' Energy&Real Estate Pubhc Secmr ' - e

807

Josingprices from natinal sechanges

(1)
ame ya/ualmlz tae.

 (2US mual anl mmmmg/ed/wtds " mmpr/sed al mmstmem in !um/s zfm /mmhase publmly mm# S mmmn/) smlr for total retum Mrpnsas lmmm are valz;.ed At
. anlhe Aa;rvalue ofthe llﬂﬂerlymgmmzmaﬂts, .

3 Emergmymar]retﬂl/mtylumlsaﬂdr/ewlﬂpedmaflmrseaunt/ ﬁrecamprlsad&fmmﬂnentsmlum/stlzatptlmlmsew/wa/tramavmmnsmg/rafno/; Ils o
layest/mzatmmgersw/uaﬂareﬁaszzdmtlie!a/rvalaeafrlwaﬂder/ymgmvements o

‘(4) Private equily parmnershios are wm,msed o /nyeslments n Irmzted partnershios that investin ,anmta mmpsms o Iotal returm purposes, Tlre mr/esmm 212 valued.
. mpolzelllzylltepamersﬂmsmmlmtllmwewanda/zﬂmva/oﬁbe/m/eslmeﬂimanagers aﬁmyrn;aﬂsz/mms Aszbere/snvtallqwﬂ'maf/re!fnr ome of
: ll/wntransamwlslmﬂmﬂW/ll//wsellefsamlaayers - .

B Pi/ym9amiysez11ﬂﬂesarmmpﬂsed of imiestments mﬂubllalyﬂ:m’ez/mmaﬂsltwkﬂmmereremadasad/slr/btllmnlmmaﬁ/‘/mte equaifne
' #ampnvalaeqwtyd/stﬂbul/onxarevalﬂedayilmtmsteeatc'lﬂs[/]g/z/wesf/ommﬂonalexmaﬂgesvnz/zeyalaaﬂemia[e Iﬂvestmemsmpmamampw
 inmsiment manager ho aonsulm fators such s the. wmllﬁe lmstmenz st recent mam/ of financing, ang expeatedfu[m cash Ilaws

' (b‘) Fitel-insome securities are mmpnsad afmmslmeﬂ{s n gmmmentami coorate dal}lmaﬂtles These Securiios are valued 0;' the Imszae il .':lnsmg pm;es
e valued atpms quotel ﬂy Wlﬂlls ﬂatmﬂa/ marm f/xed mz:oma mmy matlg/s and/ar/ﬂdepalm‘emfmaﬂm/ 3nalysm v

[ mﬁsml!oialmﬂ/m These //rlerests are valued at it value which is generally
{ile!f nst/lian '.AGMEIEISMM Ilmml marketfor some ofl/wsa mvaxmm realization of the.




Re!atmg o assets sold duri g th
' Purchases saies and settlements

o Transfers in and/or outof Level 3

; Purchases, sales, and settlements ~
‘ Transfers in and/ur: ﬁ tof Level 3 .

. ba'rvden




e Darden Restaurants,

rd-pa:‘(y !uan was refmanced in1997 by a commerma! bank
sondi ”'l' n from usto the ESOP L’ompensatmn expense

,her 2018 The shares acquired under thls loan are accounted
W ubtnplc 718 40 Emp|oyee Stock Ownership

(esop) This ESU? origin
guarantees’b fus, and




L We mamtam twa actrve s

~ ncente Plan (200 Plan) nd the RAREHosialy ntemationl, . Arended
 andRestated 2002 Long-Term Incentive Plan (RARE Plan). We alsa ha four .

k optmn and stack grant plans under whmh We ne long
{ although awards outstandmg under the prans may still

. empluyees Awards unrier ’rhe RARE Plan are nnly permltted:m be»g ant o

ion and cont

Stock Plan after Septembar éﬁ,

forthe i issuance of 0.1 million common shares out of uurtreasurym nﬂn—k .

) emptayee drrectors of the Board. No new awards may be granted |
. Brrecmrf;nmpensatmn Plan after September 30, 2805 The 199
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vrdes for payments to non-
eeting fees for special Board
award of common stock with
n eler;tiarmr ref'el‘ecti,on to.

k fpian Prmr to the date ufgrant drrectursm

rd paid inthe fmm of commun s’tuc K € rcash ura r:umbmatmn thereof, or
ta recerve cash o cash settled awards,

Frscai Year
2011 .

- gj Performance stnck units
E 3{ , Emplnyee stock purchase plan




_ Dptions granted
-~ Dptions exercised
f ,Options Lanceled

 hggregate
Intrinsic Value -
. {inmilllens)

‘hmh' range between four and ﬂve years, at the then market price -

ock, Gompensatmn expense is measured hased on the market




~ subsequent will

12 Annay'a{ Ré'pbrt , 65l

ma mum poten’ual
lue of these potential
May 27, 2012 and May 29,
. We did not accrue
defaulting on the assign-
he event af default
asmgnment agreements
for damages incurred
ets as collateral

ent that the assxgnment
hese guarantees

- ,"m ihe vestmg perio

-~ achievement of
- and may range fror

r'nf these !awsusts pm~
atters typxcatly involve

- Section TS(b) of the Sect
‘whoare employed less tf

~ Under the plan, up' to ane
by employees at a,pur{;hq rice that is 85 0 percent nffth anrmark

- our comman stock on either the first or last tradmg day of each calendar quarte
_ whicheveris lower Cash received fmm emp!oyees pursuant to the p!an dunng oal
2012 2011 and 2010 was $7 2 rmtimn, $7 4 mlllmn and $71 mlilmn respec

’ NOTE 19 .
- COMM TMENTS AND
CONTINGENCIES

As collateral for performance on cantracts and as credlt guarantees 1o banks :
and insurers, we were contingently liable for guarantees of subsidia 3ah}:gatlons
under standhy letters of credit. At May 21,2012 and May 29,20
$99.2 million and $96.4 million, respectwely, of smndby !ettars of cred e : ..
to workers’ compensation and general liabilities accrued in o . & e
financial statements. At May 27, 2012 and May 29, 2011, w oy o .
and $16.8 million, respectively, of standby letters of crec
operatmg lease obligations and other paymems
hewable annually ' .

acqmre Yard Huuse
transactwn After

';expected 1o be‘cnmpleted eary in jthe second q "rter : ftscal 2013
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Notes to Conschdated Fmanc:al Statements

OUARTERLY DATA (U NAU DITE D)

] The fnllowmg tahle summanzes unaud:ted quarterly data fur frscal 2B12 and flscal Zﬂﬂ

Fb% Wy

(nm//ﬂoﬂsexcemwfslrarellzta) . g #B N7

S S L0120 $1,831.5 $2,150.7 $2,065.6 §79987

 Eamingsheforeincome taxes. 147.0 725 217.8 200.7
Earmngsfmmcnntmumg operatmns e 106.8 54.1 164.1 151.6
Losses from discontinued uperatmns net uftax - (0.2) (0.4) - (0.9)
Net earmngs - - . 1066 53.7 164.1 151.2

0.80 0.42 1.28 1.18
- (0.01) - -
0.80 0.41 128 - 1.18

Diluted net eamings per share: .~ e

Eamings from continuing operatons 0.78 0.41 1.25 1.15
 Losses from discontinued nperatmns F 3 bely - (0.01) - -
Netearmings s 0.78 0.40 1.25 115

Dmdendspaldpershare - - 0.43 0.43 0.43 0.43
etk o

e 53.81 48.20 51.90 55.84
w1385 40.69 4165 48.49

638.0
476.5

(1.0)
475.5

3.66
(0.01)
3.65

358
(0.01)
357

1.72

55.84

40.69

(i milins, exoeat per share a)

T

' “$1 7252

o e
. 1380
L omR o e
e

Basacne earmngspershare -

Eamings from continuing operatons 082 ‘
Losses from dlscunﬂnued 0peratmns;'f e T
Neteammgs - . :

Dlluted net earmngs;pershare - =
_ Earnings from continuing aperatmnsf ... g
Losses from discontinued operations -
Net eamings , o e e

Bmdendspaldpershare . -
Stockpnce . e o

. amw an
507 45,51

Siwes | $l9wa $7s002

6475
4781
24

4763

0
.

i
- 00
o

5212
31.08
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~ Total costs and expenses
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- ‘Umama

_u%a <§ maa

(o millos, except per shore o )

.,,;Ea_.a_éma___a@ ...
; $ 7,098.7 1215 § 68065
 Costs ma mémmmmm. -
 Costofsales: -
Food and beverage 2,460.6 - 1992
 Restaurant labor 2,502.0 o
 Restaurant £Xpenses 1,200.6 108118

Total cost of sales, excluding restaurant %E%_mg: ma_macaﬁg:g ;
Selling, general and administrative 0
- Depreciation and ma%n%_s ,
Inerest, net

$ 7,360.7

Earnings before income axmm ;
|ncome faxes ;
Earnings from continuing %mqaa__w ‘
(Losses) earnings from discontinued %ma ns, net of tax ega
expense of $(0.7), wﬁ.@ mﬁ 3 gm ma mwa
Net eamnings ;
Basic net earnings per %ﬂ , ,
Earnings from continting %mésa
(Losses) earnings from %8&.33%353
-Net earnings o
Diluted net earnings per: %ma.
Earnings from continuing operations
{Losses) 835% from %832& %msgn
Net earnings
- ><m§m number a 83:5: m_sam Eﬁm__%
‘ asic o

Diluted

Financial Position -

Totalassets $ 5944.2 ~ $5h5m568  §ATRLI

Land, buildings and equipment, net $3951.3 - $33067 § 30660
~ Working capital (deficit) . $(1,016.5) . § (@38  § @D
~ Long-term debt, less Eamiuﬁas; $ 1,453.7 - $15343
 Stockholders'equity $ 1,842.0 . § 14001

Stockholders’ eqtiity ua e_g_a_:@ %3? $ 1428

s $ 1003

 QOther Statistics

$ 7668

 Cash flows 33%2&8@@ $ 7622 1 .
Capital expenditures $ 6397 3 - $16m3
Dividends paid . § 2239 3 ~§ 1008
Dividends paid per share $ 172 % - § on
w%m._mzémémams@; $ 357.2 -3 - § K18
tock price; - .
- High $ 55.84 - w . § 1708
Low M 40.68 w ‘ § 209
Close 53.06 - § &w, 3L
Number of employees 181,468 , 178200
Number of restaurants ® 1 .mm\_

‘ 1,102
(1) Ineludes mam:s@%%%sa ol $0.5 million, ,,& 7 E\\gU %N §§ %§§§§ S04 §§ §§§ -

(2) Fiseal year 2009 nansisted af 83 weeks while il ther g s% ga%a% weeks,

@ @aﬁgis§§%§§§§&E§§ §§§ g %2\& e
E&s§am§§§%§§§5&%

; eky River m%%% i e i s\@%m&& \amsmé\aa

s& &%Es
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SHAREHOLDER INFORM?

ep ftsllnvestor Inquiries
g information about Darden Restaurants,
Rela nsDepartment

_Orlando, FL32837; ¢
 (407) 2454000

' Mamng Address
Darden Restaurants inc
PO.Box695011

Oriando FL

' "Webs:te Address
 www.darden.c
 www.redlobster.com
kwwwohvegardee com

~ a‘ll a request to the Foundation
Darden Restaurants, Inc PO. Box 695011,

. Wells Fargo S
11 10 Centre

. lnvestor Rye ( ons, )
,PO Box 69501

A ®
: MIX
Pap_g:‘ from
responsible sources
ﬁ%& FSC® C011333

. Operations ~ Forward Lookmg Statement '




EXECUTIVE AND OPERATING TEAMS

| Senioy Vice Bresident,
| Comorate Controller
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